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EDITOR’S INTRODUCTION 


The incomparable importance of developing human beings at all 
age levels is being recognized in the United States as never before. 
Specialists in the psychological and sociological aspects of individuals, 
school curricula, and methods and techniques of teaching have pre- 
sented the ways and means or the “know-how” of providing school 
experiences which will develop human beings, in keeping with their 
interests and capacities, to an infinitely higher degree than was pre- 
viously possible. We know at least some of the underlying experiences 
which cause human beings to be the way they are. We know at least 
in part why some individuals are pleasant, whereas others are chroni- 
cally obnoxious, why some men are dependable and can be trusted 
whereas others are anything but reliable. 

In other words we know some of the characteristics of a really good 
school. Despite this knowledge most of our schools leave much to be 
desired. Any superintendent of schools knows that the basic reason 
why we do not have good schools universally in this country is the 
lack of adequate funds for our schools. Much more generally than ever 
before laymen as well as educators recognize that good schools demand 
adequate financial support. 

In light of these facts one of the major functions of any school ad- 
ministrator is that of interpreting the educational program in terms of 
financial requirements. Another attendant function of any school ad- 
ministrator is that of joining with the citizenry in determining the 
soundest ways in which to derive adequate financial support for public 
education, 

Good school administrators long ago realized and recognized that 
school people dare not merely ask the paying public for any given 
sums of money without full and valid explanations and illustrations of 
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the kinds and quality of experience such money will provide in the 
educational opportunity to be offered. It is therefore clear that those 
responsible for the administration of our schools must have a scholarly 
and at the same time practical understanding of not only how much 
money is needed for our educational institutions but also the sources of 
public school revenue. 

The responsibility for the financial support of public education falls 
on all citizens, both individually and collectively. Governmentally, the 
support of public education is therefore the responsibility of all gov- 
ernments, local, state, and national. Hence the school administrator 
must have intimate understanding of this obligation and join with 
professional colleagues and other taxpayers alike in determining the 
specific financial assignment of each of the various governmental units. 

As more adequate funds for the support of public education are pro- 
vided, the responsibility and obligation for as nearly perfect operational 
management increases. So the school administrator must then be ever 
even more alert to the financial and business management of public 
education with respect to such matters as budgets, debt, business pro- 
cedure, accounting, auditing, and reporting. 

Those who are familiar with Defensible Spending for Public Schools 
will in no way be surprised that Dr. Arvid J. Burke has written a 
treatise which meets the needs of the school administrator in keeping 
with the previous discussion. The volume hereby presented is compre- 
hensive, faithful to fact, interesting, well-written, and at the same time 
a practical work on, in a very real sense, the most important aspect of 
our educational program. It is my belief that this volume will prove 
highly valuable in the study and practice of public school finance. 


JOHN Guy FOWLKES 


PREFACE 


The main purpose of this book is to provide a background for deter- 
mining policy and practice in the financing of public schools. Attention 
is called to the postwar trends which are creating serious financial prob- 
lems. Facts and principles are presented which will aid in the interpre- 
tation and understanding of the problems and the formulation of sound 
solutions. Material is included which will give guidance in obtaining 
maximum returns for school expenditures. It is hoped that it will serve 
as an up-to-date reference for students of education and others inter- 
ested in the public financing of schools. 

The book is divided into four parts. Part One gives the background 
for understanding and interpreting public school expenditures. Part 
Two traces the development of revenue institutions with an appraisal 
of each revenue source. Part Three outlines the major policies and 
practices of central governments in public school finance, showing their 
implications, and appraising them against principles. Part Four sum- 
marizes the elements of financial management with the emphasis upon 
values, major decisions, and intelligent use of technique rather than 
upon the specific details of management. Chapters I-V, X, and XVI 
provide an introductory treatment of school finance. 

Local operation of public schools by independent school govern- 
mental units with considerable local responsibility for budgeting and 
the management of income, indebtedness, and expenditures, together 
with considerable state responsibility for revenue raising, characterizes 
public school finance in the United States. Although over half the 
revenues for public schools still are collected by local units of govern- 
ment, the federal and state governments now are providing over 40 
percent. Potential increases in attendance, attainment of defensible 
minimum standards in staffing and services, provision of satisfactory 
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Public School Finance Problems 


THE POSTWAR ECONOMY AND PUBLIC FINANCE 


The effects of war upon the economy of the United States are serious 
and will not disappear for a long time. In the five-year period 1941— 
1946 the federal government spent some $350 billion for war. A con- 
siderable part of the outlay represents resources destroyed or trans- 
ferred out of the economy. Another large part represents compensation 
for largely nonproductive services. 

Mobilization of human and natural resources for four years of large- 
scale warfare created a huge backlog of consumer demands for durable 
and semidurable goods, such as housing, automobiles, household equip- 
ment and furnishings, and tools used in civilian production. The de- 
structive and disruptive effects of war in other nations created an 
abnormal foreign demand for our foodstuffs, basic raw materials, tools, 
and consumer goods. 

International tensions following the war have almost the same ef- 
fects as war. We were forced in 1949 to devote over $12 billion a year 
to the military establishment, which takes goods and services out of 
the civilian economy. We are called upon to bolster the weakened 
economies of Europe and Asia. The abnormal foreign demand for do- 
mestically produced foodstuffs, raw materials, tools of production, and 
consumer goods continues. Since most of foreign transactions represent 
gifts rather than exchange, the net effect is to reduce the domestic sup- 


ply of want-satisfying goods and services. 
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INFLATION 


The consequence of war is inflation. In order to spend $350 billion 
for war, the federal government increased its debt by nearly $230 bil- 
lion. Government securities became the chief asset of banks, thereby 
increasing the money supply. The national income more than doubled 
between 1940 and 1945, rising from $81 billion to about $183 bil- 
lion.* 

While the money supply was increasing so rapidly during the war, 
the supply of consumer goods was drastically curtailed, but price con- 
trols tended to limit consumers’ bidding against each other for the 
limited supply. Heavy taxes diverted some of the extra money from 
private consumption. Liquid assets in the hands of private individuals 
increased through the sale of government bonds and the tise in bank 
deposits. Personal savings rose from $3.7 billion a year in 1940 to $35 
billion in 1944 and $28 billion in 1945. 

As soon as the war ended, the accumulated domestic demand and 
the abnormal foreign demand, particularly for foodstuffs, combined 
with an inflated money supply and increased liquid assets to bring 
heavy pressure upon prices. As soon as price controls were removed, 
consumers began competing with each other for scarce goods. Con- 
sumer spending increased over $50 billion a year between 1945 and 
1948. Personal savings dropped to about $5 billion a year in 1947. 
Consumers began to convert their liquid assets into cash for consumer 
spending. Production could not expand as had the money supply avail- 
able for consumption. As a result wholesale prices rose over 100 per- 
cent between 1940 and 1949; and retail prices followed the same 
trend, with a certain amount of lag. 

During the war years federal deficit-financing was the chief contrib- 
utor to the expansion of the money supply, but in the postwar years 
the expansion comes from another source, bank credit. Shortages cre- 
ated by the war, heavy foreign demand, need for replacement and 
modernization of productive plants, and the high cost of labor and 
materials for such projects stimulated a strong demand for credit to 


* Statistics for this section are taken from The Handbook of Basic Economic 
Statistics (1950 Edition). 
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construct productive and distributive facilities and housing. Expendi- 
tures for new plant, equipment, and residential housing nearly quad- 
rupled between 1945 and 1948, reaching an estimated total of over 
$26 billion. The purchase of expensive goods like automobiles in- 
creased the demand for consumer credit. It nearly tripled in volume 
between 1945 and 1949 ($17 billion annual rate). Between 1945 
and 1949 the national income increased at least another $45 billion, 
attaining an annual rate of over $215 billion. 

The decisions and actions of individuals and groups in the face of 
rising prices and heavy demand contribute to inflation. Businessmen 
and consumers tend to buy more than they can use currently to avoid 
higher prices, thereby increasing demand and contributing to price in- 
creases. Urban workers, women, and persons on fixed incomes faced 
with rising prices, particularly for food, tend to take on additional em- 
ployment. Although this movement increases total production, it does 
not increase the supply of food. Inflationary pressure on food prices 
is accentuated. Organized labor responds to higher prices with de- 
mands for higher wages and private institutions and governmental 
units in order to attract and keep personnel are forced to increase sal- 
aries and wages. Such increases in the absence of increased production 
of scarce goods tend to bid prices of these goods to higher levels. In 
order to increase production, huge capital investments must be made. 
Gross private investment rose from about $13 billion in 1940 to about 
$45 billion in 1948. Although capital formation ultimately increases 
production and reduces the effects of inflation, temporarily it con- 
tributes to inflationary tendencies by diverting resources from con- 
sumer goods to capital goods. 

A debt and price structure created by war destruction, postponed 
domestic demand, and abnormal foreign demand contains a substan- 
tial element of instability. Debts for things which no longer exist are 
a drag on the entire economy, but the $230 billion of debt for war is 
not likely to be repudiated; and it is probable that the government will 
attempt to keep the price level at or above that at which the debt was 
created. Government seems reluctant to levy heavy taxes to repay the 
debt as rapidly as possible. Organized labor will resist decreases in 
money wages and organized business will try to hold the price line. On 
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the other hand, the backlog of domestic demand eventually will be 
met and foreign demand will slacken with world economic recovery 
and the reéstablishment of trade. This will reduce the pressure upon 
domestic prices, particularly for food and basic raw materials. In the 
meantime, with vast capital improvements and nearly full employ- 
ment, production will mount. Buyers’ markets and producer competi- 
tion will return for particular commodities. Consumer resistance to 
high-priced goods and services will develop. Capital investments in 
particular segments of the economy where demand is falling will be 
restricted. Unless there is a rise in living standards sufficient to offset 
such factors, the general price level will tend to drop. Then business 
and consumers will tend to use up inventories and stocks of goods 
bought in advance of need. Buyers will tend to postpone purchases in 
hope of further price decreases. Employment will fall off in particular 
industries, thereby further restricting consumer demand. If these things 
happen, a sudden and drastic readjustment in the economy might fol- 
low at any time. 

The operation of the foregoing forces was becoming evident in 
1949. Income had been declining and unemployment increasing. The 
price level had been stabilizing with price decreases evident for partic- 
ular goods and services. Personal savings had been increasing and sales 
resistance had been developing. Industrial production had dropped and 
inventories had been shrinking. As this book goes to press the Korean 
War is stimulating inflation. It is impossible to know if the readjust- 
ment will be gradual or if another depression may develop. 

Even if a depression should occur, the level of income and prices 
probably will tend to stabilize at relatively high levels compared with 
the prewar era. (1) There has been a large expansion of productive 
capacity. (2) The wage and price structures have strong elements of 
rigidity—minimum-wage laws, price support, labor contracts, pricing 
agreements, and monopolistic practices. (3) The national debt has not 
been reduced much; and state and local borrowing must be increased 
to meet urgent needs for public facilities. (4) Military and foreign aid 
expenditures are still relatively large. (5) Both personal savings and 
personal debt have been increasing; and the federal government has 
underwritten a large part of personal debt through such measures as 
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veterans’ benefits, guaranteed mortgages, and protection for savings 
accounts. (6) Social security programs and their extension will tend to 
keep money in circulation quite independent of production. (7) The 
federal government has continued to exercise economic controls. Fis- 
cal necessity and political pressure will operate to keep the money 
supply at relatively high levels. 


PRODUCTION AND PRODUCTIVE CAPACITY 


Natural resources destroyed in the war effort never can be replaced, 
but the discovery of new sources of power, inventions, technological 
advances, and plant expansion stimulated by the war make possible 
greater production. However, the physical volume of agricultural pro- 
duction has been rising only gradually in spite of great demand and 
high prices. The index for 1949 was only about 25 percent above the 
1940 level. Industrial production has expanded more rapidly, the in- 
dex for 1949 being up over 50 percent. Even after deducting goods 
and services sent abroad to bolster other economies, increased produc- 
tion has made possible higher living standards. 

A rise in living standards by itself is not an index of a sound econ- 
omy. If the development is left wholly to the promotion efforts of in- 
dividual producers and to individual consumet decisions, it may be 
largely materialistic. As less ptoductive effort is required to supply 
food, clothing, medical attention, and shelter, the expansion has taken 
place in transportation, recreation, liquor, tobacco, and amusements. 
Large increases in some of these may impair the health, habits, and 
morality essential for maximum production. The more intangible val- 
ues—education, religion, social service, and cultural pursuits—have 
difficulty in marshaling demand in the market place. Yet such services 


“are essential to the maintenance of the economy. Reduction in the hu- 


man effort required to meet basic life essentials releases manpower 
and resources which could and should be used to improve essential 
social services. 

The values revealed in the pattern of consumer spending in the 
United States deserve public concern. A relatively small percentage in 
1949 was devoted to public education (about 2 percent), private 
education (less than 1 percent), and religion and welfare (about 1 
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percent). The percentages devoted to alcoholic beverages (about 5), 
automobiles and travel (about 10), and recreation (about 6) are 
much larger. Although these represent consumer choices partly influ- 
enced by producer promotion and largely determined by man’s nature, 
they should cause us to reflect. It is true that the percentages include 
heavy commodity taxes which are used to help finance education and 
other governmental services, but the preferences of consumers are not 
altered by allowing for this factor. 


PUBLIC FINANCE 


Public finance is a means for providing essential services which do 
not materialize sufficiently under individual consumer choice and the 
price system. Where benefits are diffuse and not always immediate, it 
is difficult to develop consumer interest and producer promotion. Gov- 
ernments through finance can direct resources and effort into such 
services. Public policy and choice as expressed through legislative in- 
stitutions replace free individual choice in the open market, but a serv- 
ice is produced as part of the standard of living, and it should be pro- 
duced with the minimum outlay of resources to be economically sound. 

Public finance also is used to transfer money from one group of 
people to another through welfare and relief payments, bonuses, pen- 
sions, and subsidies. In this case there is no service produced in return. 
The investing and spending power of some is reduced to increase that 
of others. The effect upon living standards depends upon what type of 
spending or saving replaced the spending or saving that would have 
been done by the taxpayers. 

Most public finance arises out of international tensions and wars 
(past, present, and future) and their effects upon the domestic econ- 
omy. The immediate effect is to reduce civilian living standards, but 
ultimately such outlays may preserve domestic standards. Inevitably 
they involve considerable waste of resources. However, the only way 
to reduce them is to eliminate war and international conflicts. 

International developments and tensions have their most serious ef- 
fects upon federal government finance, but no level of government 
can finance its activities without affecting other levels. Deficit financ- 
ing of war brings about a rise in incomes and prices. This increases the 
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yield of state taxes based upon income and consumer spending, but the 
cost of state government also is forced upward by rising prices. Local 
units of government face the same rising prices generated by federal 
action, but being dependent largely upon property taxation for reve- 
nues, they are not able to adjust fully to the higher price level. Further- 
more, state and local units of government tend to finance their capital 
improvements by borrowing during inflationary periods, thereby con- 
tributing to inflation at the very time that the federal unit may be 
adopting counterinflationary policies. 

All governmental financing produces benefits for some and adver- 
sity for others. It affects the whole pattern of income, saving, spend- 
ing, and prices. How the money for governmental activities is raised 
and how it is spent, both have their effects. We cannot look at gov- 
ernment independent of the entire economy. We cannot look at any 
level of government independent of all other levels. The financing of 
public schools is but one segment of public finance. The public must 
make choices not only between public finance and private finance, but 
also between various governmental activities and methods of financing 
them. 

In the decade immediately ahead (1950-1960) federal government 
finance will marshal a considerable part of the economy for inter- 
national purposes. Indeed, it is not likely that local government will 
ever again become the major factor in public finance. Since 1920 state 
finance has been expanding with the development of nonproperty 
taxes and now has surpassed local government in importance. Mobility 
of population, the growing interdependence of the national economy, 
the growing conflicts in federal, state, and local taxation, and the grad- 
ual recognition of the effects of differences in state and local fiscal ca- 
pacities upon services vital to the national interest, all call for central 
finance. Local government may continue to assume the responsibility 
for operations and the performance of services, but revenue raising 


will become increasingly centralized. 


MAJOR FINANCE PROBLEMS OF SCHOOL GOVERNMENT 
Consumer standards in public education are reflected in the char- 
acter and amount of public spending for schools. It is true that the 
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economic resources of a unit of government are a dominant factor in 
determining what is spent for schools, but low consumer standards and 
low economic resources tend to be associated. It is a vicious cycle that 
causes localities and regions which require education the most to be 
satisfied with the least of the lowest quality. In a nation characterized 
by mobility of population, a high degree of economic interdependence, 
and representative government, the effects of low standards in educa- 
tion cannot be localized. A major problem in education is to create a 
nation-wide desire for a standard of education everywhere which will 
foster the well-being of all. The public must realize the potentialities 
and values of good educational institutions in all parts of the country. 
To create a demand for good schools and an understanding of the fiscal 
arrangements essential for securing them, the public should participate 
to a greater extent in the public school budgetary process, 

Public attitudes toward the financing of schools in the decade ahead 
will be greatly influenced by the effects of war and postwar interna- 
tional developments upon public finance. Antagonism toward high 
taxes and total governmental spending will affect public education 
adversely unless the public has strong faith in the values of school- 
ing, understands the fiscal difficulties of school systems and their 
adverse effects upon the quality of education, and has confidence in the 
management of public schools. The attainment of maximum economy 
in operations and the continuous interpretation of the values, needs, 
deficiencies, and operation of the public schools are essential for public 
confidence. Retention of confidence in public education and its man- 
agement is another major problem. 

It has been most encouraging to observe the growing public concern 
over the maintenance and improvement of public schools, especially 
since the end of the war. Even groups that were once opposed to all 
public spending have become concerned over the deterioration of the 
public schools through failure of revenues to adjust to the higher in- 
come and price level. Any serious change in economic conditions 
would cause much of the present concern for good schools to disappear. 
It is important therefore that as many segments of the population as 


possible understand and approve the purposes, programs, and methods 
of the schools. 
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The postwar era will continue to be characterized by setious fiscal 
problems for public education that will require public understanding. 
Decreased purchasing power of money, personnel shortages, greatly 
increased enrollments, and lack of housing will make it difficult to 
maintain reasonable standards for educational programs. International 
tensions will operate to keep federal spending at a relatively high level 
and the burden of federal taxes will act as a brake upon state and local 
public spending. The gradual increase in life expectancy and the higher 
percentage of persons in the older age groups under modern industrial 
conditions will accentuate demands for public outlays for benefits to 
older people. The backlog of postponed capital improvements and re- 
placements, especially for highways and streets, will make heavy de- 
mands upon state and local finance. Public schools will be only one of 
the major forces seeking public support. Where choices must be made, 
convincing evidence will be required to support budgetary requests. 
An income, wage, and price structure built upon abnormal foreign de- 
mand and wartime domestic scarcities is likely to require major re- 
adjustments. The readjustment may again involve curtailed or dis- 
rupted production, unemployment, reduced income, a shrinking tax 
base, and a relatively heavier tax burden than we now have in spite of 
the currently high levels of public spending. If our public school insti- 
tutions are further weakened during the inflationary period, they will 
be greatly handicapped during the readjustment or deflationary period. 


EXPENDITURE PROBLEMS 

Decreased value of the dollar has practically doubled the money 
outlay for public schools in the past decade (1940-1950). Rapid 
growth in school population, improvement and expansion of pro- 
grams, and the replacement and extension of plant will cause public 
school expenditures to rise still further unless there is a severe drop in 
income and prices. Unless public school expenditures are understood 
by the public, public schools again will be put upon the defensive. 
They must seek additional support during a period when total govern- 
menta] spending is abnormally high. They must compete with other 
strongly organized pressures for public funds. 
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PUBLIC UNDERSTANDING 


The primary problem in spending billions of dollars for schools is 
the retention of public faith and confidence. The public must under- 
stand the facts of public school spending. The public must be assured 
that it is receiving the maximum return for money spent; and such 
assurance requires honest, competent, and efficient management. 

The public and the teaching profession must understand the effects 
of total public spending on public school spending; the reasons for in- 
creased public school expenditures and changes in expenditure trends; 
the meaning of variations in public school expenditure levels; the 
principles underlying public school spending; the economic meaning 
of public school expenditures; and the values, contributions, or returns 
from public school spending. 

Among the factors generally misunderstood by both educators and 
taxpayers are the effects of changed or different living standards upon 
public school expenditures; the effects of certain social trends, such as 
the changed status of women; the relationship between expenditures 
and objectives or services; the influence of price variations among 
states and communities; the economic costs of public schooling; and 
the economic contributions of public schooling. 


STRUCTURE OF GOVERNMENT AND CONTROL 


The removal of many of the causes of possible diminished faith in 
public education, its management, and its financing, and the attain- 
ment of conditions conducive to adequate support and maximum econ- 
omy in the future depend largely upon the reorganization of state and 
local governments. The adaptability of the school system in meeting 
new needs; facilities for interpretation of the educational program, its 
costs, and its contributions; an equitable tax system; greater equaliza- 
tion of educational Opportunity; prudent management; adjustment to 
changing enrollments; and efficiency and economy in general require 
a governmental structure which will foster such objectives. Govern- 
mental reorganization is a paramount problem of public school finance. 

The allocation of control over education and public school budgets 
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is one of the most serious problems of public school finance in the 
United States. If a centralized structure is created for purposes of econ- 
omy and efficiency, it may sacrifice the potential adaptability of a de- 
centralized structure. If certain centralizing tendencies prevail, the ex- 
pensive decentralized structure will be retained after the reasons for 
its existence have disappeared. If public education is a state function, 
why should it be made fiscally dependent upon local government? 
Why should states permit extreme decentralization to persist at the 
expense of children’s educational opportunities and the prudent ex- 
penditure of state and local tax revenues? What about federal con- 
trol? What are the respective responsibilities of various units of gov- 
ernment in financing public education? How can responsibilties and 
functions best be allocated? What are the minimum specifications for 
a satisfactory unit for public school budget-making, control, taxation, 
and financial management? What principles should govern the rela- 
tionships among overlapping units? Should schools not under public 
control be given tax support? 


REVENUE PROBLEMS 


A trend which is not sufficiently recognized in the literature on 
public school finance is the declining importance of local government 
as a taxing unit. The federal government has replaced it as the domi- 
nant taxing power, and the states now collect more taxes than local 
government. This trend has introduced new problems relating to the 
control and support of public education. 

Unless the revenue system can tap the economic vitality of the na- 
tion, the public schools will not produce results commensurate with 
the nation’s productive capacity. Unless the revenue system is ade- 
quate, stable, and at the same time flexible, equitable, economically 
sound, and can be easily and economically administered, the public 
schools will not be able to continue to function as they should. The 
attitudes of the public toward schools will be conditioned to a consid- 
erable extent by the degree of equity found in the tax structure and its 
administration. 


The securing of sufficient revenues to keep the educational enter- 
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ptise functioning at maximum efficiency is an ever-present problem. 
Among the factors which should be studied as part of the revenue 
problem are the decline of revenues from the permanent school funds, 
the inadequacies, weaknesses, and potentialities of the general property 
tax, possible reforms in the general property tax and its administra- 
tion, the consequences of too much reliance upon the local property 
tax, the decreasing importance of local government and even state 
government as a taxing unit, the possibilities of local nonproperty 
taxes, potential state tax sources, possible improvements in state tax 
systems and state aid, the growing importance and potency of the 
federal tax structure, and federal aid. With these should be included 
the following: state limitations on and controls over local property 
taxes, tax exemptions, overlapping tax districts, tax competition 
among local units of government and among states, organized pres- 
sure for tax exemptions and tax favors, organized opposition to taxes, 
the incidence of federal taxation, lack of tax codrdination, competition 
among governmental services for tax support, the inevitable adverse 
effects of a given tax or tax reform upon individuals and interests, 
“earmarking” revenues for specific purposes, and similar factors which 
affect both the revenues and expenditures of the public schools. 
Public school revenues today are derived almost entirely from taxa- 
tion. Even if the expenditure for public education is defensible eco- 
nomically, a question can be raised concerning the raising of billions of 
dollars of taxes for this purpose. It is difficult to design a state or local 
tax system which will not adversely affect economic life, because most 
producers must compete in a national market, and unduly high state 
or local taxes may put a locality at a disadvantage in competition with 
other localities and thereby weaken or destroy the tax base. Federal 
taxes, on the other hand, can come closer to affecting all producers 
alike. Hence, it is to be expected that public education will require 
increased tax support from the federal government in the coming dec- 
ades. This policy is sound because attainment of most of the objectives 
of education will affect the well-being of all citizens in all parts of the 


nation by promoting national. survival, democracy, and successful 
ptivate enterprise. 
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PROPERTY TAXES 


The heavy reliance upon local taxation for schools in the past can 
be explained by the desire to keep the control and operation of schools 
close to the people. Local school government generally has been made 
more directly responsible to the people than have other forms of gov- 
ernment. The local property tax is the best fiscal instrument for this 
town-meeting type of government. However, the limitations of the 
property tax base and its administrative weaknesses account to a con- 
siderable degree for the centralizing tendencies observable in most 
states. For over a century states attempted to stimulate local property 
tax support for schools and other purposes of government. Yet in- 
equalities in the capacity of local governments to pay property taxes 
were increasing with the shift from an agricultural to an industrial 
economy. Overlapping property taxes by different units of govern- 
ment were creating a heavy burden upon individual properties. The 
attempt to finance a large part of state and local government through 
a general property tax in a highly decentralized governmental struc- 
ture and in an industrial and monetary economy caused many local 
governments to fail in their attempt to provide the level of schooling 
demanded in our times; brought into being exemptions, restrictions, 


and limitations on property taxation which further handicapped local 


government; and made it difficult for local governments to adjust to 


the ups and downs of the price structure. Decentralization of cities 
with the development of the automobile led to the breakdown of the 
tax in the very areas that had been most able to raise local revenues 
through this means. 

The local property tax is still the major source of public school 
revenues, although it provides a relatively small percentage of the 
revenues in a growing number of states. The abandonment of state 
property taxes for schools and other purposes strengthened the taxing 
powers of local government, but the relief was slight compared with 
the service load carried by local units. A more recent development 
has been the abandonment of county property taxation for schools in 
states where the county is not the local unit of school government. 
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PROPERTY TAXES 


The heavy reliance upon local taxation for schools in the past can 
be explained by the desire to keep the control and operation of schools 
close to the people. Local school government generally has been made 
more directly responsible to the people than have other forms of gov- 
ernment. The local property tax is the best fiscal instrument for this 
town-meeting type of government. However, the limitations of the 
property tax base and its administrative weaknesses account to a con- 
siderable degree for the centralizing tendencies observable in most 
states. For over a century states attempted to stimulate local property 
tax support for schools and other purposes of government. Yet in- 
equalities in the capacity of local governments to pay property taxes 
were increasing with the shift from an agricultural to an industrial 
economy. Overlapping property taxes by different units of govern- 
ment were creating a heavy burden upon individual properties. The 
attempt to finance a large part of state and local government through 
a general property tax in a highly decentralized governmental struc- 
ture and in an industrial and monetary economy caused many local 
governments to fail in their attempt to provide the level of schooling 
demanded in our times; brought into being exemptions, restrictions, 
and limitations on property taxation which further handicapped local 
government; and made it difficult for local governments to adjust to 
the ups and downs of the price structure. Decentralization of cities 
with the development of the automobile led to the breakdown of the 
tax in the very areas that had been most able to raise local revenues 
through this means. 4 

The local property tax is still the major source of public school 
revenues, although it provides a relatively small percentage of the 
revenues in a growing number of states. The abandonment of state 
property taxes for schools and other purposes strengthened the taxing 
powers of local government, but the relief was slight compared with 
the service load carried by local units. A more recent development 


has been the abandonment of county property taxation for schools in 
states where the county is not the local unit of school government. 
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Transfers of functions to county and state units of government have 
provided some relief. The increase in centrally collected-locally shared 
revenues and grants-in-aid has provided substantial assistance. 

The schools cannot afford to abandon the locally administered prop- 
erty tax. It is the tax most suited to a locally controlled and operated 
school system. It provides a relatively stable source of revenues. Prop- 
erty tax reform and improvement in its administration should be pro- 
moted. Transfers of functions and central assistance to local govern- 
ment must be fostered. The exercise of local self-government does 
not require that the major portion of revenues be raised locally. What 
is required is a tax base which will provide tax leeway to make local 
adaptations, innovations, and adjustments over and above any cen- 
trally financed program. 


OTHER LOCAL TAXES 


School districts in the United States have been slow to adopt locally 
administered nonproperty taxes, which have been spreading rapidly 
in other units of government during recent years. If such taxes provide 
additional property tax leeway for school government, this may be 
just as well. However, if the larger units of government, counties and 
cities, do not reduce their property taxes as they develop other local 
taxes, school government cannot afford to ignore the potentialities of 
nonproperty taxes. In the meantime, the effects of intercommunity 
competition and avoidance of such taxes will be better understood. 
The problems of increased federal, state, and local tax conflicts will 
be recognized. Perhaps a sound, local nonproperty tax with a sub- 
stantial yield which can be administered by small units of government 
will be discovered out of the experience of school districts in a state 
like Pennsylvania, which has given school government a very broad 
grant of taxing power. 


STATE TAXES 


Inability of all local units of government to maintain an adequate 
level of schooling through local taxation, restrictions on local taxing 
power in the stronger units of government, and gtowing importance 
of taxes that are best administered by central government have made 


Public School Finance Problems 15 


state taxation almost as important as local taxation as a source of 
school revenues. The increase has followed the growth of state tax 
systems. Although the tendency for a long time was to earmark spe- 
cific state taxes for schools in order to preserve the fiscal independence 
of state educational authorities, the tendency now is toward support 
of schools through general fund appropriations. This makes the 
schools dependent upon the entire state tax system. Since the state tax 
system responds more quickly to change in the level of income and 
prices, public school revenues have made a better adjustment to infla- 
tion than they did after World War I. 

Improvements in the tax systems and tax administration in all states 
ate needed badly. Nevertheless, if all states had a uniform, sound tax 
system, a uniform rate structure, efficient tax administration and col- 
lection, and allocated a uniform petcentage of revenues for the sup- 
port of schools, many states would not have the resources to main- 
tain an adequate educational system. Economic and tax competition 
among states prevents some from developing reasonably satisfactory 
tax systems and educational systems. Mobility of industry and popula- 
tion acts as a restraint upon state taxation. The federal government has 
usurped the income-tax field and has made serious inroads into con- 
sumption taxes upon which the states rely heavily for revenues. The 
lack of uniformity and the chaotic nature of state taxes on business re- 
strict the interstate commerce upon which our prosperity depends. 
Constitutional provisions delay state tax reform. 


FEDERAL TAXES 


The concentration of economic resources, the fact that state and 
local incomes are derived from national production and markets, mo- 
bility of industry and population, and the interdependence of all seg- 
ments of the economy give the federal government the advantage in 
taxation, The federal unit has become the dominant taxing unit, 
replacing both local government and state and local government com- 
bined. The economic contributions of local and state school expendi- 
tutes accrue to other states and localities. It becomes increasingly dif- 
ficult for state and local units to tax the values they create. Some states, 
on the other hand, are in an economic position to shift a large part of 
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the burden of state and local taxes to others. International competi- 
tion calls national attention to the need for maximizing the produc- 
tivity, health, and strength of our people, conserving our resources, 
and increasing the ability of our people to comprehend complex po- 
litical, social, and economic issues. National markets upon which our 
mass production depends require universal literacy, a good sense of 
values, and consumer judgment. Increased federal taxation for schools 
under these conditions seems inevitable. 


QUESTIONS OF FISCAL POLICY AND RELATIONS 
AMONG GOVERNMENTAL UNITS 


The foregoing trends imply a growing concern on the part of cen- 
tral governments over the control, operation, and financing of public 
education. Part III will be devoted to an analysis of central policy 
with emphasis upon the retention of the advantages of decentralization 
while attempting to obtain the advantages of central governments in 
revenue raising and economy in operations. 


DECENTRALIZATION 


Extreme decentralization in school district structure practically 
mandates extreme inequalities in educational Opportunities, short- 
sighted policies, unskilled management, a wasteful use of personnel 
and materials, inertia, and inability to adapt to changed conditions. 
Overlapping units of local government lead to conflicts of jurisdic- 
tion, undue complexity, waste, and overlapping services—for exam- 
ple, legal, tax collection, purchasing, accounting, maintenance, plant, 
treasury, and borrowing. If certain controls, budgetary for example, 
are transferred from school districts to some other unit of government, 
the school districts become an almost useless appendage of local gov- 
ernment, the school boards having to assume responsibility for policies 
determined by another legislative body. Indiscriminate extension of 
central controls, on the other hand, often retains the expensive ma- 
chinery of decentralized government without obtaining the potential 
adaptability or flexibility inherent in local home rule. The result is 
centralization with the disadvantages of both centralization and de- 
centralization as shown in Part III. Extreme centralization of struc- 
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ture, especially for a very large state or for the nation as a whole, pro- 
vides an opportunity for minority groups or pressure goups to deter- 
mine policies and control education, stifles initiative and flexibility, 
weakens public interest, neglects local problems and conditions, and 
makes all sections suffer the effect of any incompetence in central 
management. 


CONTROL 


Reallocation of control by itself accomplishes very little; control 
must be accompanied by expert management on all levels. Assuming 
that this precaution has been taken, the following recommendations 
regarding control have been made: (1) In small states serious con- 
sideration should be given to complete state support, control, and 
operation of education, taking into account the strengths and weak- 
nesses of large-city school administration. As long as state school man- 
agement is subject to the control of people, it is just as democratic as 
local management. (2) In large states the structure of all local gov- 
ernment should be simplified, large units of school administration 
should be created, certain state-wide controls and safeguards should 
be extended, and certain educational functions and services should be 
provided directly by the state government. Among the controls which 
may be extended are: debt limits; supervision of the affairs of school 
districts in default on their obligations; temporary control in districts 
where local administration has failed to function effectively; formula- 
tion of standards for the guidance of local officials; enforcement of 
minimum standards as to school attendance, teacher preparation, merit 
appointments, tenure, and salaries; establishment of uniform budg- 
etary procedures and accounting systems; requirement of periodic re- 
ports and publicity; and provision for outside postaudits and preaudits 
(limited to the legality of budgetary items) by state education depart- 
ments. Among the functions which may be supported and adminis- 
tered directly by the state may be included transportation, architectural 
and engineering services, state borrowing ot revolving funds for the 
financing of capital improvements, insurance, purchases according to 
Specifications accepted by local management, teacher education, ad- 
vanced technical education, field services in technical aspects of school 
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management, research, and the administration of schools in sparsely 
settled, decadent, or submarginal areas. (3) No matter whether 
schools are administered by a state agency, local units, or both, certain 
codperative arrangements should be worked out with other units of 
government in such matters as taxation, budgets, purchasing, capital 
outlays, borrowing, legal services, accounting, treasury, libraries, 
health, recreation, and other welfare provisions. j 


CONFLICTING POLICIES 


Most states are following conflicting policies relative to the financ- 
ing of public schools. At the one extreme is the attempt to maintain 
minimum service levels with hardly any central support. This policy 
means standards tailored to the weakest units and the use of a large 
part of local taxing power to finance matters of state-wide concern. 
There is little or no tax leeway for the exercise of local initiative. At 
the other extreme is the almost complete state financing of state re- 
quirements which should release most local taxing power for local 
decisions, but most such states have placed restrictions or central con- 
trols upon local spending or taxation which leave little to local policy 
determination. In between there are a variety of combinations. Some 
of these attempt to promote the maintenance of minimum service 
levels through tax sharing or small per-capita grants-in-aid, which 
mean almost as wide differences in provisions as there are differences 
in local fiscal capacity. Others attempt to equalize the local tax burden 
for support of state mandates and standards, but use so much of the 
local tax base for this purpose that leeway for self-government is 
virtually destroyed. Most states still use some central support to pro- 
mote state purposes which restricts local initiative and tends to direct 
central support to the fiscally able units. Many states have taken over 
control of decisions which are vital to effective local operation while 
leaving to local control matters which could be centralized without 
any significant loss to local government. All states have retained the 
decentralized structure for the operation of schools, but most of them 
have adopted controls, fiscal policies, or practices which further 
weaken local government for schools. Harmonizing central fiscal pol- 
icies is a fundamental need in most states. 
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HARMONIZED POLICIES 


Probably the ultimate solution to the problem of central-local fiscal 
relations in school government lies in a combination of central and 
local operation and finance. Educational institutions requiring speciali- 
zation, serving an area larger than city, county, town, or village might 
be operated and financed by the state. Public elementary schools and 
most public high schools probably should be locally operated as pro- 
posed in Chapter XV. However, state governments might well assume 
certain expenditures and operations even in these, such as employer 
contributions to retirement, transportation, insurance, and debt setvice, 
at least the amount required to carry out central purposes. Many con- 
trols now assumed by some states, such as budgetary review, selection 
of textbooks, examinations, and curriculum requirements, should be 
returned to local control. The structure of government should be re- 
vamped to insure the successful operation of local self-government. A 
great deal of mandatory legislation could be repealed if enough cen- 
tral finance were assured to operate good schools. Any state interested 
in preserving local government must be willing to tolerate a degree 
of waste, inefficiency, and unwise spending in individual units. The 
only sound method of eliminating this is to improve local manage- 
ment and to provide competent leadership and technical assistance 
on the state level. 


UTILIZING LOCAL TAXING POWER 


Some states may have gone too far in neglecting local support for 
schools. Instead of rehabilitating the local property tax base and en- 
couraging its use to the fullest extent and supplementing it by other 
local taxes where this is possible, they have been moving toward 100 
percent central support. In a small state like Delaware this may not be 
wholly unwise. However, in a state like Washington where local sup- 
port has become stagnated through tax limitation and fiscal policy, 
the loss may prove serious. All such states lose the stability inherent in 
the property tax base and their school revenue systems will be subject 
to abrupt decreases if the level of income and the price level drop. 
Furthermore, without taxing power, local government for schools 
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loses its vitality. The people lose the benefits of active participation in 
government. The schools lose the advantages which come from public 
understanding and acceptance of educational policies and programs. 
The center of gravity is shifted from the citizens locally to remote 
central agents and agencies. Vital local control of schools and adequate 
provisions for schools requires substantial central support, but it also 
requires local taxing power and a local tax base which will enable 
localities to go beyond any centrally financed provisions. 


MANAGEMENT PROBLEMS 


The collection, custody, and expenditure of over $4 billion annually 
places a heavy responsibility upon public school management. Central 
governments which are providing nearly half the revenues are con- 
cerned wtih the use made of money. Unless central controls are to be 
extended, local management must meet the challenge. States must 
realize that the only sound way to improve the spending of school 
money is to take steps to improve management on the operational 
level. 

The prudent handling and economical expenditure of all public 
school funds and the prevention of unnecessary expenditures are es- 
sential for attaining maximum educational returns, for securing maxi- 
mum equality of educational Opportunity and adaptability, and for 
retaining public confidence in the public schools. Professionally com- 
petent and efficient management can provide the most services and 
make the best adaptations to new needs with the least increase in reve- 
nues. Such management establishes safeguards, controls, procedures, 
and techniques for obtaining the maximum utilization of all person- 
nel and property; for obtaining and protecting all revenues or income 
to which the school system is entitled; for employing, retaining, and 
improving-in-service the most competent and efficient personnel; for 
realizing every potential economy in the operation and functioning of 
the system; and for making the most prudent purchases possible. How- 
ever, in management it is extremely easy to overelaborate the machin- 
ery and routine and so defeat the ultimate objective—the careful 
planning and wise spending of public school revenues. It also is easy 
to overemphasize the purchasing program and to give insufficient at- 
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tention to personnel, the major item of expenditure in a school system. 
No problem is more deserving of emphasis in public school finance 
than that of prudent, efficient, and economical management. 

The wise spending of public school funds involves a great many 
difficult and oftentimes baffling problems. What are the respective re- 
sponsibilities of state and local units of administration? Is state action 
necessary to achieve maximum economy? What kind of action? What 
can be accomplished without state action and coöperation? What are 
personal services worth? What personnel policies and salary and 
wage policies are necessary to achieve the results desired? How can 
maximum use be made of available personnel and materials? What 
ate the major economies possible in local management? How can 
school expenditures be adjusted to fluctuations in income and prices? 

Responsibility for public schoo] budget-making (whole or part) 
may be allocated to the federal government, a state, a municipality, or 
a special district or corporation. Yet the extent of educational provi- 
sions made, the maximum returns for money spent, the adaptability of 
the school system, public understanding of the needs and contribu- 
tions of public education and the reasons for certain activities and ex- 
penditures, the balance between public school expenditures and ex- 
penditures for other governmental services, the securing of needed 
revenues, and prudent and economical management will be governed 
not by the allocation of responsibility alone, but by the background, 
professional skill, thoroughness, competence, and careful planning 
and management revealed in the public school budget. Budget-mak- 
ing is one of the most fundamental problems in public school financ- 
ing. Centralization, federal aid, equalization schemes, and new tax 
sources will not assure better educational opportunities and continued 
public support unless the budgetary process is functioning properly. 

Budget-making involves such problems as these: What are the 
relative values of public school activities and other governmental ac- 
tivities competing with them for support? What are present and future 
financial implications of educational objectives and policies? What do 
social and economic trends mean for public education and its financ- 
ing? How does a given schedule or program affect expenditures? 
What does a given procedure or method of attaining an objective cost? 
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How does it compare in effectiveness with other methods? What does 
a given activity cost? What are the educational provisions which are 
not being made and why? How do they compate in value with certain 
activities now carried on? How much revenue can be secured from 
federal, state, and local sources this year? Next year? Five years from 
now? What must be done locally to inctease revenues from federal 
and state sources? 


SUMMARY 


Inflation resulting from war and postwar international tensions is 
causing the most serious financial problems of public schools. The 
threat of deflation must be recognized in seeking solutions to current 
problems. The United States has the economic capacity to provide and 
support a good system of public education regardless of the ups and 
downs of dollar values. However, the system of public school finance 
must reach the economic vitality of the nation without hampering it 
before good schools will become available for all American children. 

The federal government has replaced local government as the domi- 
nant taxing power in the United States; the state government also has 
moved ahead of local government in tax collections. These trends re- 
flect economic trends; yet the support of education in many states still 
is derived largely from local taxation. Public education has found it 
increasingly difficult to marshal sufficient support under existing reve- 
nue institutions. Yet the shift to centrally collected sources of revenues 
that will reach the economy of the nation has serious implications for 
the control and management of public schools. Few, if any, states have 
evolved a tational basis of central-local relationships in school finance. 

The major problems of public school finance are (1) to understand 
and interpret the financial facts, problems, and principles of public 
education; (2) to strengthen the structure for local government and 
operation of schools; (3) to improve local financial management of 
public schools regardless of source of support; (4) to rehabilitate the 
property tax base for local support and to supplement it wherever pos- 
sible by locally administered nonproperty taxes; (5) to secure a more 
rational division of operational responsibility and control among cen- 
tral and local units of government; (6) to supplement local and state 
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resources by centrally collected revenues sufficient to provide reason- 
ably adequate educational services for all children; (7) to provide a 
sound system of federal, state, and local taxation for the support of 
public schools as well as other governmental services; and (8) to at- 
tain methods of apportioning central support for public schools which 
will be in harmony with the principles and policies underlying Amer- 
ican government and public education. 
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Governmental Spending 
and Public School Expenditures 


Public expenditures for schools are but one aspect of governmental 
spending. They can best be understood when treated against the back- 
ground of total spending by government. What is spent for schools 
depends in part upon expenditures for other purposes and vice versa, 

When most spending was done by local units of government, 
choices between spending for schools and other functions tended to re- 
flect direct popular will. Public school spending was a relatively im- 
portant part of governmental activity. However, when the federal 
government replaced local government as the major spending unit, 
public school spending became less significant in the total and choices 
had to be made by representatives remote from the people. The will- 
ingness of taxpayers in state and local units to spend money for schools 
is influenced by total spending by all units. In the final analysis, spend- 
ing by central governments is financed by taxes upon citizens in local 
units of government. 


ANALYSIS OF PUBLIC SPENDING 


Public understanding, appraisal, and intelligent choice in govern- 
mental spending requires a functional breakdown of total govern- 
mental activity. Yet the analysis and comparison of expenditures for 
various governmental purposes involves three very serious limitations. 
In the first place, most governmental activities serve several purposes 


1 Based upon A. J. Burke, Defensible Spending for Public Schools (1943), chs. 


Il, III, IV, and VI. 
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and all classifications are arbitrary. Secondly, most services are pro- 
vided by overlapping units of government, or more than one unit par- 
ticipates in their financing. And finally, the compilation of statistics 
is made difficult and inexact because of differences in definitions, ac- 
counting, records, and reports. 


DEFINING FUNCTIONS 


There are few governmental activities which promote only one 
purpose. Most of them have multiple objectives, many of which ate 
the same as those of some other governmental service. Public educa- 
tion, hospitals, public health, sanitation, water supply, recreation, and 
public assistance to the disabled and unemployed are all classified as 
separate activities, but they all promote health. Education, police pro- 
tection, fire protection, traffic control, highways, correction, health, 
sanitation, water supply, and public assistance, all help protect life. 
Education, police protection, fire protection, planning, zoning, public 
utilities, correction, and public assistance, all help protect property 
and enhance its value. Education departments and public schools pro- 
mote industry, agriculture, and commerce; departments of industty 
and labor, agriculture, and commerce carry on educational activities 
and promote other objectives of education. There are no generally ac- 
cepted categories for classifying public expenditures. Hence, any 
separation of governmental functions is arbitrary and misleading. If 
education is separated from other governmental activities for purposes 
of comparison, due recognition must be given to the many purposes of 
government promoted by public education. 


OVERLAPPING UNITS 


Public schools are sometimes financed by federal, state, county, 
school district, and municipal authorities; and each of these units sup- 
ports independent educational activities. The same is true of most 
other governmental activities. In analyzing expenditures in any unit of 
government, the proportionate share of the expenditures of activities 
carried on by overlapping units must be added to the expenditure for 
those activities in the unit under consideration, The fact that public 

? See H. L. Lutz, Public Finance (3d ed., 1936), p. 33. 
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education statistics are gathered by a state agency, which issues totals 
for the state and its constituent school districts, has often resulted in 
misleading comparisons. The approximate total expenditure for public 
schools in a municipality often is compared with only part of the city 
expenditure for protection, health, relief, or some other service, a large 
part of which is provided by some overlapping unit of government. 
The expenditure of the other units is omitted in the comparisons. 
Clark summarizes the difficulty as follows: “for it is soon found that 
cost may be paid by two or more tax divisions, or the two divisions may 
support different parts of the same function. For instance, highways 
may be built by the state or by the town, or they may be built by the 
state and the town working together, or by the state, county or town 
in other combinations.”® 


ACCOUNTING 


The third difficulty is largely a statistical one. Although agreement 
upon a general classification such as education or protection may be 
reached, there is no assurance that all units of government include the 
same expenditures under each. Debt service for schools may be in- 
cluded under education or placed in a separate, general municipal 
category called debt service. Certain health services may be charged to 
the school accounts or they may be classified under public health. The 
care of the physically handicapped may be charged to education, to 
charities, or to public health. Lighting school buildings may be in- 
cluded under education or general government. Pensions for school 
employees may be charged under education or under fixed charges for 
the entire municipality. Furthermore, no matter what the classification, 
lack of uniformity in definition decreases the reliability of the statistics 
On expenditure. Differences in the fiscal year, extreme variations in 
recording, accounting, and reporting expenditure data, especially in 
the smaller units of government, also create limitations. 


USE OF NATIONAL TOTALS 


If we assume some arbitrary, uniform classification of governmen- 


tal expenditures, national totals are most satisfactory for showing the 
? H. F. Clark, The Cost of Government and the Support of Education (1924), 
p. 4. 
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proportion of total expenses devoted to each class. The limitation of 
overlapping service areas is automatically removed from such totals. 
The figures, it is true, are no more valid and reliable than local prac- 
tices will allow them to be. Nevertheless, they present a fair approxi- 
mation of the expenditures for various categories of service, providing 
allowance is made for grants, transfers, subventions, or loans made by 
one unit to another. 


PUBLIC SCHOOL EXPENDITURES 


Present accounting and reporting practices make it practically im- 
possible to get reliable estimates of total spending by federal, state, 
and local units of government for educational purposes. Each level 
operates and finances educational institutions and activities, but these 
often are operated as part of another function. This book, therefore, 
will deal largely with expenditures of locally operated public school 
systems regardless of source of revenues. 

Any estimate of total governmental outlay for education at the 
Ptesent time is inflated by two factors: veterans’ benefits and educa- 
tion in connection with national defense. In 1949 these two federal 
outlays alone about equalled the expenditure for locally cperated 
public schools (about $4 billion). Aside from these, total govern- 
mental expenditures for education after allowing for grants is esti- 
mated at about $100 million on the federal level, $600 million on 
the state level, and $4.6 billion on the local level—a total of $5.3 
billion. The estimate includes in addition $4.5 billion for locally op- 
erated public schools: federally operated institutions, agencies, and 
services; state-operated institutions, agencies, and services, including 
higher education and special institutions below college grade; and 
locally operated higher education institutions and institutions below 
the college level not administered by school governmental units. 
These are enumerated in Chapter XV. 


TRENDS IN GOVERNMENTAL AND PUBLIC SCHOOL SPENDING 


Increased governmental spending is a characteristic of modern, in- 
dustrialized, nationalistic states throughout the world.* Total govern- 
* Lutz, op. cit, p. 41. 
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mental spending in the United States between 1910 and 1950 rose 
from less than $3 billion to over $50 billion. It represented less than 
10 percent of the national income in 1910 and around 25 percent in 
1950. Public school expenditures have not increased at the same pace. 
They rose from $426 million in 1910 to about $4.5 billion in 1950. 
The percent of total spending for public schools dropped from 15.0 
to less than 9.0 in 1950. The percent of the national income repre- 
sented by public school outlays increased from 1910 to 1935, but de- 
creased after that.’ 


Taste 1. Total Governmental and Public School Expenditures in the United 
States, 1910-1950 


Expenditures in Percent of Income 
PMillisas E, of National Represented by 
Year Total Fed- Total ota’ Ot  Incomein Total Public 


; Public T FEPER É 
eral, State, Public Schools Billions Gov’! School 


and Locale School? Exp’s Exp’s 
1910 $ 2,834 $ 426 15.0% $ 30.4 9.3% 1.4% 
1915 3,709 605 16.3 37.0 10.0 1.6 
1920 11,132 1,036 9.3 69.5 IEO ATS 
1925 9,476 1,946 20.5 73.7 12.9 2.6 
1930 115375 sony 20.7 75.0 15:2 3 
1935 16,717 1,845 11.0 56.8 29.4 32 
1940 18,076 2,344 13.0 81.3 22.2 2.9 
1945 107,172 2,680 25 181.7 59.0 13 
19508 52,000 4,500 8.7 210.0 24.8 21 


a Data for 1910-1915 from Mabel Newcomer, Financial Statistics of Public Education in the 
United States, 1910-1920, pp. 11-13; 1925-1945 from The Economic Almanac, 1949, p. 136. 

> From Biennial Survey of Education. 

© From The Handbook of Basic Economic Statistics, 1949, pp. 10-11 and supplements. 

4 All 1950 figures are estimates. The figure for public schools is approximately the same 
as that given in the New York Times, Jan. 9, 1950, p. 16. 


FUNCTIONAL TRENDS 

War and its legacy of debt, veterans’ benefits, economic dislocations, 
and international tensions account for most governmental spending. 
Over half of present expenditures can be traced to this source; and it 
is probable that such expenditures will account for a major portion of 
governmental outlays for a Jong time. There also has been an acceler- 
ating growth of spending for economic and welfare purposes. These 
two together have come to exceed public school spending in fiscal 


5 See Table 1. 
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importance. Although relief and welfare outlays individually are now 
less than those for public schools, they may again exceed them. Public 
works, including highways, have ranked with public schools. The 
older functions of government—protection of persons and property, 
health and sanitation—like education (a very old function) have not 
shown such a rapid expansion. None of them represents a very large 
part of total expenditures.° 


TRENDS BY UNITS OF GOVERNMENT: 


Traditionally the dominant spending unit in the United States has 
been local government. Except during war periods this was true until 
about 1933. Since then the dominant spending unit has been the fed- 
eral one. Before the war federal spending was about double the local 
and since the war it has been many times greater. Although the states 
rank second as tax collectors, local government still ranks second in 
spending. This is due to the large amounts of state taxes shared with 
localities or transferred to local governments as grants. In 1949 about 
70 percent of governmental spending was federal after excluding 
grants to states; about 12 percent state after excluding grants to local- 
ities; and the remainder local.’ 

The last war brought about a phenomenal rise in federal govern- 
mental expenditures. Between 1940 and 1945 federal expenditures 
rose from a little over $8.5 billion to about $97 billion, Since 1945 
they have dropped to about $35 billion (1949). During the war years 
state spending decreased slightly from about $3.4 billion in 1940 to 
about $3.2 billion in 1944.° However, since 1944 there has been a 
sharp upward trend in state spending.” It amounted to about $6.0 bil- 
lion in 1949. Local expenditures were reduced from about $5.9 bil- 
lion in 1940 to $47 billion in 1942, at which level they probably 
remained during the war. Between 1945 and 1949 there has been a 
considerable increase in local spending to over $10 billion. 


°H. M. Groves, Financing Government (1939), pp. 512-513, and Tax Insti- 

tute, Total Government Expenditure in 1947 (1948), pp. 4-5. 

Eo He Almanac 1949, p. 136, and Survey of Current Business, July, 
pal. 


8 ; s 
ee ae Tax Foundation, Facts and Figures on Government Finance 


© The Book of the States, p. 257, and New York Times, Aug. 7, 1949, p. 8. 
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FUTURE SPENDING 


The future of governmental spending depends upon a great many 
variables such as international developments, the expansion and utili- 
zation of productive Capacity, trends in income and prices, fiscal poli- 
cies, political developments, and employment opportunities in private 
enterprise. The outlook is for spending at the rate of at least $50 bil- 
lion a year, largely because of expenditures for military purposes and 
European recovery. The most optimistic estimates fix future total 
spending at between $40 and $45 billion a year.” 


CAUSES OF GROWTH 


Writers on public finance advance numerous reasons for the con- 
tinuous expansion of governmental expenditures in modern nations. 
Groves stresses six causes: (1) war and its legacy of debts, pensions, 
and vast expenditures for destruction; (2) urbanization and its re- 
quirements for increased public services and utilities; (3) concentra- 
tion of business and related problems; (4) development of democ- 
racy; (5) advancing culture or civilization; and (6) changes in the 
predominant attitude toward government, the tendency to rely upon 
government rather than to fear it.” Lutz emphasizes the industrial 
revolution, the advance in science and inventions, and the wave of 
humanitarianism.” He also attributes part of the increase to territorial 
expansion, population growth, changing price levels, pressure groups, 
public apathy, politics and the spoils system, defects in governmental 
Organization and procedure, improper allocation of functions and re- 
Sources, and diffusion of administrative and financial responsibility.” 


EVALUATION OF GOVERNMENTAL EXPENDITURES 


There are groups which regard any increase in governmental spend- 
ing, with the possible exception of defense and protection outlays, as 
an evil; others regard any increased public expenditure as a good. The 
basic conflict here is an ideological one. The first group regards every 


1E, D. Allen and O. H. Brownlee, Economics of Public Finance (1947), p. 25. 


1 Groves, op. cit, pp. 512 ff. 
1 Lutz, op. cit., pp. 26 fi. 
33 Ibid, pp. 75 f. 
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increase in governmental activity as a step away from freedom toward 
collectivism, socialism, or absolutism; the second group regards every 
increase in public outlays as a step away from anarchistic individual- 
ism toward a better social order. Neither position can be proved or 
disproved; each is a matter of faith, 

Both extremes ignore a fundamental characteristic of democracy— 
compromise.“ In a democracy the scope of governmental activities 
may vary according to conditions, needs, and the lessons of experience, 
In a democracy governmental spending is not evaluated as a whole, 
but each separate instance of governmental spending is evaluated by 
itself. How does each work out in practice? Cana Specified activity be 
carried on best under private or public auspices? Roads or bridges op- 
erated under private enterprise have given way to publicly financed 
highway systems. Why? Public lands have been given to private per- 
sons and groups for development and exploitation. Why? 


ECONOMIC CONSIDERATIONS 


to private spending. If the reverse is true, private spending is to be fa- 
vored. Graft and 


valuable natural resources, ruins the health and productivity of the 
people, or directs an undue proportion of effort into nonessential life 


Productivity is not an €asy Criterion to 


apply. Opponents of govern- 
14 Ibid., pp. 23 ff 


Governmental Spending and Public School Expenditures 35 


mental spending are inclined to classify most governmental activities 
as nonproductive and to assume that most ptivate spending is produc- 
tive. They assume that all governmental spending curtails the con- 
sumption of material goods and services and hence curtails private 
production. Such thinking ignores a number of important facts. (1) 
A good deal of governmental spending, such as aid to farmers, the 
soldiers’ bonus, interest payments, pensions, and relief payments, is 
merely a transfer of purchasing power from one class to another. Such 
expenditures do not necessarily reduce the volume and patterns of 
consumption and production; they may even increase consumption 
and production. The effects depend upon a host of related factors.” 
If such expenditures eventually discourage individual effort, produc- 
tive work, creation of the means of production, and employment, then 
they become nonproductive. (2) Many governmental services, al- 
though they create no immediate values in exchange in the contem- 
porary market, do enhance the ultimate wealth of the people—health 
services, conservation of natural resources, research, highways, and 
hundreds of other services of government create wealth. Much of the 
profits, salaries and wages, dividends, rents, and interest derived from 
private enterprise and exchange in the markets of today are due to 
governmental outlays in the past. Can such setvices of government be 
classed as nonproductive? (3) There are certain kinds of public 
spending which decrease public spending for other purposes and re- 
lease private spending for more productive and satisfying purposes. 
Playgrounds, laboratories and clinics, vocational education, fire inspec- 
tion and preventive measures, ethical education, sanitation and public 
health, health education, literacy programs, social work, slum clear- 
ance, community planning, and traffic control have implications for 
private charities, family burdens, insurance costs, police protection, 
medical care, public and private debt, corrections, and wasteful pri- 
vate expenditures—for example, wasting millions of dollars in gaso- 
line consumption in congested traffic. M 

Proof that a public expenditure is productive does not establish it 
as a legitimate function for government to perform. Has the expendi- 


15 See W. J. Shultz, American Public Finance (1938), pp. 36 f., and Allen and 
Brownlee, op. cit, ch. I. 
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ture been of greater social value than the private expenditure which 
it displaced? If it has, why should the state perform the service and 
not some private agency? Again the issue returns to the imponderable 
and immeasurable in many instances, and faith and philosophy return 
as yardsticks. So Shultz concludes: “There are no canons which deter- 
mine what the State can or cannot do, for what purposes it should or 
should not expend the funds raised by taxation and borrowing.” 
Lutz reaches practically the same conclusion.” 


OTHER CONSIDERATIONS 


Certain practical considerations also must be taken into account in 
making a choice between public and private spending. There are many 
activities essential to the welfare, improvement, and perpetuation of 
civilization in which there are no immediate profits or return to be 
gained. The benefits, once they accrue, may be diffused widely, not 
only in one generation but in succeeding generations. Those who in- 
vest the money or make the expenditure may not be the ones to reap 
the greatest returns; the benefits are social, Many of these activities 
sequins huge capital outlays. Naturally private citizens or groups of 
Private citizens generally are not stimulated to provide such services. 
Conservation, public health, preventive medicine, protection, defense, 
certain types of education, and certain types of research are examples 
of such services which probably must be financed by government. 
Furthermore, there are services which might be provided by private 
enterprise but which the public finds it more convenient to finance 
publicly. Toll roads and toll bridges have always proved unpopular. 


LIMITS TO PUBLIC SPENDING 


It is reasonable to assume that certain “consumption” expenditures 
of government as contrasted with “transfer” expenditures might reach 
a point where they would reduce the standard of living, the capital, 
and the economic resources upon which future living standards de- 
pend. Adequate health, education, food, clothing, shelter, and protec- 
tion are elements in any adequate standard of living, and as far as that 


16 W, J. Shultz, op. cit, PN 
17 Lutz, op. cit. 
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standard is concerned it makes little difference whether they are pro- 
vided at public or private expense. The only requirement to be met is 
that of reasonable balance. No one category should be elaborated and 
expanded to the detriment of others. There are public expenditures, 
however, which might conceivably reduce these essentials of a reason- 
able standard of living—for example, vast armament programs, long 
destructive wars, and large-scale public-works programs not produc- 
ing consumer goods and services entering into the standard. Further- 
more, it is possible for the prices paid for all governmental services to 
get out of line with other prices, thereby indirectly reducing living 
standards, through their effects upon other prices. Neither of these 
potential ways in which public spending can reduce living standards 
is observable except during a war or a prolonged period of economic 
depression. 

Generally speaking, the precise economic limits to national or state 
governmental expenditures are not known. The limits depend upon a 
number of very elastic factors: the quality of private initiative, the 
efficiency of government, the extent to which governmental services 
merely replace services once performed under private initiative, the 
extent of “transfer” expenditures, the economic resources from which 
the state receives support, the productivity of certain governmental 
expenditures, psychological attitudes and habits of the people, and 
other factors.” Abrupt changes in expenditure patterns, of course, can 
cause temporary economic dislocations, but the flexibility of economic 
institutions and human behavior permits gradual adjustment to a va- 
riety of combinations of public and private spending. There are wide 
variations among states and nations in the relationship of public spend- 
ing to total income. 


ECONOMICS OF PUBLIC SCHOOL SPENDING 


The reported outlay for public schools does not represent the true 
cost of public schools. Indeed, it represents a very soe! Pet ae a 
cost. Nor do expenditure facts show the true nature of outlay—the 
investment in human beings, the creation of markets, and the contri- 
bution to productivity. 


18 See Shultz, op. city p. 25. 
™ See Lutz, op. cit, p. 24. 
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ECONOMIC COSTS 


The greatest cost of public schools—the release of twenty-five to 
thirty million children and young persons from production—has be- 
come an accepted fact. This outstanding achievement of the American 
economy is hardly ever considered. Yet without industrialism, mecha- 
nized agriculture, specialization, division of labor, and resulting high 
living standards this could never have been done. Since these very eco- 
nomic factors have forced children out of the labor market, it is im- 
possible to place a dollar cost upon the release of children from pro- 
duction. Theoretically at least, it would run over $20 billion at present 
prices—at least $10 billion for the potential value of hand labor and 
at least $10 billion for goods and services consumed by pupils attend- 
ing school. 

Reported public school expenditures ($4.5 billion) represent a 
small part of the cost, the release of some one million adults from 
other productive work to serve as teachers, custodians, and other 
school employees plus a telatively small consumption of other goods 
and services. In an economy with normal unemployment of over a 
million and limited economic Opportunities for women, the release of 
a million adults (about 80 percent women) for school service is not a 
very significant cost. If they were unemployed they would consume 
goods and services, and the difference between relief standards and the 


living standards possible in school service is the true economic cost 
involved. 


THE INVESTMENT 


government or economic system a nation has adopted. Democracy and 
a private-enterprise economy, however, place a high premium on edu- 
of democracy requires the maximum 
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and behavior of each citizen affect the rights and welfare of all citi- 
zens. Under a private-enterprise economy the individual consumer is 
supreme. His decisions determine what is to be produced, who is to 
produce, and what values are to ptevail. Private enterprise like democ- 
racy presumes widespread knowledge upon the part of individual per- 
sons. The willingness of individual men to work for remote objectives, 
their judgment as to how much to save and in what to invest, their 
decisions as to occupation and vocational preparation, their decisions 
as to buying and selling or expending income, and their decisions on 
other economic matters such as tariffs affect the peace and prosperity 
of all. Individual knowledge, ability to communicate with others 
through language and numbers, health, good citizenship, character, 
maximum development of individual capacities, ability to think, a 
sense of values, consumer judgment, and vocational efficiency are es- 
sential if a democracy and a free-enterprise economy are to function 
satisfactorily. 

Survival of our nation in a world of powerful conflicting national 
gtoups; the internal security and stability in government and human 
relationships essential for survival and economic prosperity; the main- 
tenance of a reasonable balance between material, human, and cul- 
tural values (also essential for survival and economic well-being); 
the perpetuation of democracy; and the continuance and success of a 
private-enterprise economy justify every objective toward which the 
public schools are working. Health, safety, command of the tools of 
learning and communication, civic competence, character develop- 
ment, discovery and development of a sense of values, preparation for 
home and family life, consumer competence, and vocational compe- 
tence, all can be justified. To the degree that they can be attained 
through public education will our nation, culture, denero and 
Ptivate-enterprise economy continue to serve our welfare. 


ECONOMIC RETURNS 

It is not easy to determine the past contributions of public schools 
to all of the foregoing objectives. However, their contributions to lit- 
eracy are well known. Without literacy the national markets upon 


20 Burke, op. cit, ch. VI. 
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which mass production and the creation and distribution of other 
goods and services depend would not exist. Without literacy the semi- 
skilled and skilled workers upon which our production depends would 
not exist. Take away universal literacy alone and the American eco- 
nomic system would collapse. 

The intricate capital goods and organizations which make possible 
American production are the products of accumulated knowledge and 
skill (professional, scientific, engineering, managerial, and technical). 
Most of the minds capable of creating and using the techniques of our 
economy have received their apprenticeship in the American public 
school system. By releasing children from production for a century or 
more, the United States has made possible greater life-span economic 
returns from its population.” 


ECONOMIC LIMITS 


Public education is only one of many important life essentials, in- 
cluding food, housing, clothing, medical attention, transportation, rec- 
reation, and cultural satisfactions. Each of these is vital; no one should 
be curtailed at the expense of others. However, as long as we are 
spending less than 3 percent of our consumer income on public edu- 
cation (no more than is spent on advertising material goods), over 5 
percent of our income on alcoholic beverages, and nearly as much on 
tobacco and personal appearance as upon education, there is no danger 
of expanding education at the expense of other important life activi- 
ties. Indeed, there is greater danger of our expanding transportation at 
the expense of education and other essentials. We are spending about 
10 percent of our consumer income on transportation,” much of 
which is nonessential, as the war has proved. The war also has shown 
that there is enough waste in our expenditures for food, clothing, and 
shelter to more than pay for education. Effective consumer education 


in the future probably can liquidate the cost of public education just 
as literacy has done in the past. 


2l Educational Policies Commission, Educati : ing in 
Amei Diria TSO , Education and Economic Well-Being 


* Survey of Current Business, July, 1949, pp. 23-34. 
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REASONS FOR INCREASED PUBLIC SCHOOL EXPENDITURES 


Except during depressions, public school expenditures in the United 
States have shown a steady upward trend. As shown in Table 1, they 
have practically doubled every decade except for the period 1930- 
1940. They reached the lowest level in 1934 when the figure was $1.7 
billion, a decrease of about $600 million from the 1930 level or about 
26 percent below. By 1940 they had again reached the 1930 level. 
Now they are almost double what they were in 1930. What are the 
underlying causes of this upward trend? 

Four groups of factors account for the steady rise in school outlays: 
(1) izcreased enrollments, longer terms, and improved attendance; 
(2) changes in the educational program and educational standards; 
(3) changes in prices and the value of the dollar; and ( 4) rising liv- 
ing standards and the improved economic status of women. 


ATTENDANCE FACTORS 


The growth in population increased the number of children of 
school age. Industrialization, urbanization, mechanization of agricul- 
ture, and the increasing proportion of adults in the population all 
operated to take children out of the labor market and increase school 
enrollments. New occupations came into being in which schooling 
became a prerequisite for advancement. Urbanism, automobiles, and 
improved highways made it easier for children to attend school for 
longer periods with greater regularity. Rising living standards, im- 
proved health and sanitation services and measures, and improved 
school programs and practices tended to make for better attendance. 
The employment of women created a demand for school facilities for 
younger children. Between 1870 and 1930 such factots brought about 
a fourfold increase in enrollment, an increase of over 40 percent in 
the percent attending daily, and an increase of over 80 percent in the 
average number of days pupils attended school.” 

Over half the increase in public school expenditures between 1910 
and 1950 can be traced to attendance factors. Total expenditures be- 


* Burke, op. cit, pp. 40 & 
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tween these two dates increased 956 percent according to Table 2; but 
the expenditure per day increased only 450 percent. This means that 
an increase of 506 percent can be traced to larger enrollments, im- 
proved attendance, and longer terms. Elementary enrollments went 
up 22 percent and secondary enrollments over 500 percent. Attend- 
ance showed a 78 percent growth; and the average number of days 
attended rose 35 percent, as shown in Table 2. 


Taste 2, Some Factors Accounting for Changes in Public School Expenditures, 
1910-1950 


(index Numbers 1910 = 100) 


Total Public Aver, Outlay Nat'l Aver. 

Public — School ee No. per Pupil Con- lo- Aver. Salary 

Year School Enrollment? tend- Days sumer SOME Wkly, of 
x- 


Ate + Per Per Prices? T Wages? Teach- 
b 8 
penses? Elem. Sec. "°° tended? Year? Day? ap- ers? 


a 
1910 100 100 100 10 100 100 100 100 100 100 100, 
1920 243 115 244 127 107 193 188 205 198 265 180 
1930 544 126 489 166 127 S27) -298.4 a7 185 233 293 
1940 550 2 733° «172 135 318 286 143 184 252 297 
1950° 1056 122% 633) 178 35 590 550 240 433 500 560 


a Derived from Table 1. 

>From Statistics of State School Systems, Table 1. 

€ From The Handbook of Basic Economic Statistics 1949, pp. 106-107; the 1910 figure is the 
figure for 1913, the first in the series. 

4 Ibid, pp. 34-35, average weekly earnings in all manufacturing industries. 

e All 1950 figures are estimates. 


SERVICE FACTORS 


Attendance changes had a more ptofound effect upon public school 
expenditures than the foregoing data indicate, Between 1910 and 
1950 the big rise in attendance occurred in the secondary schools, 
where the program is more differentiated and consequently more ex- 
pensive." However, it is a fallacy to consider this factor a major cause 
for increased spending. If children are in school, they must be taught 
something. If pupils are not enrolled in one curriculum or course, 
they increase the enrollment in other curricula or courses, Increased 
offerings significantly increase expenditures only to the extent that 
they increase enrollment or reduce pupil-teacher ratio, It is true, of 
course, that certain new services have called for highly qualified pet- 

24 Ibid, pp. 44-45, 
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sonnel who can demand higher salaries than the untrained teachers of 
seventy years ago. It is also true that certain new services require spe- 
cial physical facilities which increase expenditures somewhat. 

Two twentieth-century developments in education have had a revo- 
Jutionary effect upon public school expenditures: (1) attention to 
individual differences and (2) wider objectives. The more schools at- 
tempt to serve the individual pupil—the physically handicapped, the 
bright, the dull, the nonverbal, the slow, the fast, and others—the 
higher will be the per-pupil expenditures. When schools were con- 
cerned primarily with the teaching of rudimentary literacy, few spe- 
cialists were required and unit costs were lower. However, the more 
objectives the school took on—health, vocational competence, home- 
making, character development, worthy use of leisure time, civic com- 
petence, consumer competence, and the like, the more complex the 
educational enterprise became and the more expensive. Yet even the 
teaching of literacy became more expensive as our knowledge of child 
nature and the learning process grew. 

Broader objectives, concern for the individual pupil, greater knowl- 
edge of children, better understanding of the educational process, 
higher standards in health, safety, and teaching, and specialization 
brought a variety of new services into schools which do reduce the 
pupil-teacher ratio and so increase expenditures somewhat. These in- 
clude, among others, health services, guidance, library service, super- 
vision, research workers, curriculum specialists, test and measurement 
specialists, teachers for the homebound and the handicapped, psycholo- 
gists, remedial teachers, physical education and recreation programs, 
and social caseworkers. In addition to these, which tend to affect ex- 
penditures for professional services, there should be included the added 
cost of transportation, safer and mote sanitary school buildings, larger 
sites, and better books, supplies, and equipment. 

Along with program improvement has come a gradual improve- 
ment in the professional preparation of teaching personnel. From an 
occupation requiring a high school education or less it is advancing 
toward one demanding a college education as a minimum sequirement 
plus one or more years of graduate work for many specializations. The 
tapid expansion of the secondary school has accelerated this trend, 
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because college preparation has generally been accepted as a minimum 
for such teaching. In 1948 over 69 percent of the teachers in the 
United States had at least a college degree and less than 13 percent 
had fewer than two years of college work. Over 14 percent had had 
at least a year of graduate work.” 

Since a 300 to 400 percent increase in public school expenditures 
per pupil per day between 1910 and 1950 could have been expected 
from economic factors alone,” improved services and improved pro- 
fessional preparation of teachers have not been the most significant 
factors in the rise in expenditures. They probably account for approxi- 
mately a 100 percent increase or about one-fourth of the total increase 
in the outlay per pupil per day or about one-tenth of the increase in 
total public school expenditures. 


PRICE CHANGES 


Between 1910 and 1950 the consumer price index rose 140 per- 
cent (Table 2). The purchasing power of money was reduced to a 
point where it takes $2.40 to buy the same goods which could be 
bought with $1.00 in 1910. An increase of about 140 percent in pub- 


lic school expenditures per pupil per day (1910-1950) can be attrib- 
uted to this factor. 


ECONOMIC CHANGE 


The outstanding economic fact of American life has been the steady 
increase in living standards, Income and wage rates have risen much 
more than prices. The difference represents higher standards of living. 
As may be seen in Table 2, per-capita income increased 333 percent 
and wage rates about 400 percent between 1910 and 1950. Since 
prices went up only about 140 percent there was a 200 to 260 percent 
rise in living standards. 

Public school teachers and other school employees have shared in 
this general rise in living standards. After allowing for the decrease in 
the purchasing power of money, the average teacher’s salary rose about 
320 percent, about one-fifth more than wage rates. The excess can be 


f coe of State Governments, The Forty-Eight State School Systems (1949), 


26 See sections following. 
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attributed to improved professional pteparation, but it is not sufficient 
to change the traditional economic status of teaching, which is still 
between that of skilled and unskilled labor. Although the status of 
public school teachers approached that of unskilled labor until the 
war was over, in the past five years the status has been approaching 
that of skilled labor.” 

Another social trend has contributed to the economic status of the 
teaching profession. Since teachets’ salaries for over a century have 
not made teaching an attractive career for men, the percentage of 
women teachers has been growing. It stood at 61 percent in 1870; it 
now exceeds 80 percent. With increasing economic opportunities for 
educated women in business, government, and social service, the sup- 
ply of women seeking employment as teachers has been reduced. This 
factor is important in explaining why teaching has been able to share 
in the general economic advance of the nation. 

Since from 80 to 90 percent of public school spending is for per- 
sonal service, the general rise in living standards would account for 
around a 200 percent increase in expenditures per pupil per day 
(1910-1950). After attendance this factor ranks second in explain- 
ing the rise in total expenditures. It is followed by decreased purchas- 
ing power of money, with expanded and improved services at the bot- 
tom as a factor in explaining the trends. 


VARIATIONS IN PUBLIC SCHOOL EXPENDITURES AND TRENDS 


National totals do not reveal the extreme variations among states 
and among school districts in public school expenditures. Trends have 
not been the same in all states and localities. 


DIFFERENCES AMONG STATES 


Differences among states in public school spending have been well 
documented. In 1930 the annual current expenditure per pupil ranged 
from $32 in Georgia to $138 in New York. In 1934 the range was 
from $23 in Arkansas to $124 in New York. In 1940 the amount 
varied from $31 in Arkansas and Mississippi to $157 in New York. 
In 1946 Mississippi ranked lowest with $46 and Montana highest with 


?T Based upon minimum union wage scales in the building trades. See Monthly 
Labor Review, Jan., 1949. 
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$215. In 1948 Mississippi was still at the bottom with $67 and New 
Jersey at the top with $261.” The highest-expenditure state has tended 
to spend four to five times what the lowest did. 

The foregoing figures do not reveal the effects of varying propot- 
tions of pupils in the secondary schools, which are more expensive, or 
the effects of population sparsity upon expenditures. The latter means 
lower pupil-teacher ratios and higher expenditure levels for a given 
standard of education. When attendance is weighted to allow for these 
two factors the range in 1940 is from $17 in Mississippi to $152 in 
New York and in 1947 from $28 in Mississippi to $238 in New York. 
The ratio of the highest expense to the lowest on this basis was 8.9:1 
in 1940 and 8.5:1 in 1947.° 

The depression widened differences in expenditure levels, because 
some of the states with the lowest expense often suffered the severest 
reductions and because recovery after 1934 was not uniform. Between 
1930 and 1934 the ratio of the state with the highest expense to the 
one with the lowest increased from 4.3:1 to 5.4:1 and in 1938 stood 
at 5.3:1. Between 1930 and 1934 there was only a 2 percent decrease 
in per-pupil expense in Delaware, but there was a 44 percent cut in 
North Carolina.” The largest reductions were made in the agricultural 
and mining states with the exceptions of Indiana and Michigan. 

The extent of recovery by 1940 was uneven. Among the pooret 
states, Arkansas, Mississippi, and North Carolina had lower expendi- 
ture levels in 1940 than they had in 1930. Georgia, Louisiana, Vir- 
ginia, Florida, and Texas had advanced, while Alabama, South Caro- 
lina, Tennessee, and Kentucky recovered their losses. Among the high- 
expense states New York, California, New Jersey, Massachusetts, and 
Connecticut gained. Oregon, Arizona, Colorado, Michigan, Nevada, 
and Wyoming had lower expenditures in 1940. Montana had made a 
recovery. Of the forty-eight states, twenty-one had lower expenditure 
levels in 1940 than in 1930; eighteen had higher expenditures per 
pupil and nine had about the same expenditure level.” f 


28 From Statistics of State School S: 
i ystems (See also Tabl R 
r TAE Roro ieke State School Systems, p. 178. Aha 
etived from National Educati iati j i 
Lo a TT E lucation Association, Unfinished Business (1946), 
51 Burke, op, cit, pp. 64-66. 
82 Tbid., and Table 3. 
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Varying adjustments to inflation since 1940 have brought about 
some changes in the relative position of certain states. Among the 
twelve highest-expenditure states (1930)** New Jersey and Montana 
have moved ahead of New York. Washington has replaced Wyoming 
in fourth place. Michigan, Colorado, and Massachusetts also have 
dropped out and Rhode Island ($221), South Dakota ($210), and 
Minnesota ($204) have been added. Among the twelve lowest- 
expenditure states (1930), the highest three, Louisiana, Florida, and 
Texas, have been replaced by Maine ($129), West Virginia ($138), 
and Oklahoma ($144). Mississippi replaced Georgia as the lowest- 
expense state, 

The gap between the highest-expenditure states and the lowest has 
been narrowed a little because the lowest-expenditure states generally 
made the highest percentage increases. Whereas the average expendi- 
ture level per pupil increased about 107 percent (1930 to 1948), 
from $87 to about $180, the lowest-expenditure states showed in- 
creases of 200 percent or more. The highest-expenditure states gener- 
ally had less than a 100 percent increase. 


Taste 3. The Effects of Depression and Inflation upon Public School 
Expenditures in Selected States 


Highest Expenditure States—1930 


Lowest Expenditure States—1930 


Expenditure per 


Expenditure per i 
Pupile Pupile 

State 1930 1934 1940 1948 State 1930 1934 1940 1948 
Georgia 2 $28 2 $81 New York $138 $124 $157 $251 
Hele fess ee yy T Nevada 136 118 131 219 
Mississippi 36 24 31 67 California 133 110 142 223 
Alabama 37 30 36 99 Wyoming 129 89 109 203 
South Carolina 40 27 40 110 New Jersey 125 103 136 261 
North Carolina 43 24 41 110 Michigan 115 68 92 200 
Tennessee 43 35 44 106 Colorado LU B a2 LOL 
Virginia 44 38 48 119 Montana 110 79 109 255 
Kentucky 46 33 47 118 Massachusetts 110 96 115 197 
Louisiana 48 36 57 161 Arizona 109 77 96 211 
Florida 51 41 58 166 Oregon 103 69 97 217 
Texas 55 47 66 197 Connecticut 103 82 109 221 


© Current from Statistics of State School Systems and The Forty-Eight State School Systems. 


33 See Table 3. 
34 . 
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VARIATIONS WITHIN STATES 


The variations within states often are greater than they are among 
states. In 1940 the highest expenditures were at least twenty times the 
lowest in Arkansas, Georgia, Idaho, Illinois, Kansas, Louisiana, Michi- 
gan, Mississippi, Missouri, New York, South Carolina, Tennessee, 
Texas, and Wyoming. Most states had differences of over ten to one. 
The only states which did not have at least a fiye-to-one ratio were 
Arizona, Delaware, Maryland, Massachusetts, New Mexico, Rhode 
Island, Utah, Vermont, and West Virginia.” Although the gap in ex- 
penditure levels within states was reduced somewhat during the post- 
war inflation, the differences are still extreme.** 


FUTURE DEMANDS FOR SPENDING 


Present trends indicate a continued upward movement of public 
school expenditures unless income and prices drop substantially. (1) 
The number of births has risen considerably above prewar levels. 
(2) There will be a serious shortage of school buildings arising from 
increased enrollments, the curtailment of school building construction 
since the beginning of the war, and the fact that a large part of the 
elementary school plant is outmoded, unsafe, and unsuited to a mod- 
ern educational program. (3) The shortage of teachers, particularly 
in the elementary schools, will be prolonged because of rising enroll- 
ments and the high level of earnings in other occupations. Salary ad- 
justments to attract and hold personnel and bidding for personnel will 
continue. (4) The price level has not begun to level off much. Schools 
cannot continue indefinitely to postpone maintenance and curtail 
purchases. (5) The standards of public school services in many states 
and localities must be improved if the nation is going to be strong, 
e.g., certification standards in most states are still very low, particu- 
larly for rural teachers. (6) The demand for extensions of public 
school programs downward to include kindergartens and nursery 
schools and upwatd to include the thirteenth and fourteenth years is 
becoming stronger. Adult education is becoming more and more essen- 


3 J. K. Norton and E. S. Lawler, An Invent j j 
in the United States (1944), I, 15 fi. a ee ot Bpeti 


86 See National Education Association, Still Unfinished (1948). 
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tial as political, economic, and social problems become more complex. 
Many school systems lack essential services such as guidance, physical 
education, and trained librarians. (7) The teaching profession has not 
yet attained an economic status commensurate with the professional 
preparation required. (8) Federal spending still operates as a brake 
on public school expenditures, but the high postwar levels of income 
have enabled states and localities to make substantial adjustments in 
public school expenditures. Unless international tension becomes 
worse, some reduction in federal spending can be expected. 

Combined with a high price-level the greatly increased number of 
births since 1940 will become a major factor in determining future 
public school spending. Between 1930 and 1936 the number of births 
in the United States yearly dropped to an average of about 2,100,000 
a year. Between 1937 and 1941 the average rose to about 2,200,000. 
In 1940 it jumped to over 2,500,000, reaching 2,800,000 in 1942, 
and exceeding 2,900,000 in 1943. During the war years 1944 and 
1945 the number fell to a little below 2,800,000 a year. However, 
with demobilization and full employment the postwar average is ex- 
ceeding 3,000,000 a year. These statistics mean that elementary enroll- 
ments began to show an upward trend after the war with the largest 
elementary enrollment in our history probable during the next decade. 
After 1955 the rising elementary enrollments will begin to be reflected 
in greatly increased secondary school attendance.” 

The best clue to future public school expenditures is to be found in 
the economic trends. As Morrison concludes: 


But in the main the enrollment is a feature of modern American eco- 
nomics, and it is not likely to retreat unless machine production should 
be given up in favor of hand production, and unless organized labor 
should lose its bargaining power. i s 

On the contrary, the process is likely to go on, as machine production 
Continues to accelerate, probably not to the extension of the period of 
schooling in years but to the continued eon the high school and 
Portions of the college to their saturation points. 

AHR Douglass and L. H. Elliot, “School Enrollment and Teacher Need,” 


School and Society, Nov. 15, 1947, pp- 369-372. 
88H. C. Morrison, School Revenue (1930), p. Al. 
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SUMMARY 


The great expansion of federal activities has changed the pattern of 
public spending in the United States. Local governmental spending 
now ranks second instead of first. Expenditures for public education 
have become less significant in the total. The percent of the national 
income represented by public school outlays is less than it was a dec- 
ade ago. Schools have had to compete with new federal activities as 
well as with expanded welfare activities of state and local govern- 
ments. 

The economic costs of schools, the release of some thirty million 
children and one million adults from other productive work, reflects 
the productivity of the American economy. By making possible such 
productivity and the large markets upon which it depends, education 
has helped pay its way. Vital public education is essential to the suc- 
cess of a private-enterprise economy and a representative form of gov- 
ernment. 

Increased dollar outlays for public education can be traced to fout 
groups of factors: (1) increased enrollments, longer terms, and im- 
proved attendance; (2) changes in educational programs and stand- 
ards; (3) changes in prices or the value of the dollar; and (4) rising 
living standards and the improved economic status of women. In order 
of importance (1910-1950) they are (1) attendance, (2) living 
standards, (3) purchasing power of money, and (4) program or 
Services. 

The United States is characterized by extreme variations in public 
school expenditures. State averages hide the extreme differences in 
public school expenditure levels which exist within states—ratios of 
over 20:1 in some states. Even state averages will vary by more than 
a 4:1 ratio. Although the differences have been reduced a little during 
the inflationary period, it often is the lowest expenditure states which 
suffer the greatest decreases during deflation. 
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CHAPTER IIl 


Meaning of Differences 


in Expenditure Levels for Schools 


The extreme differences in expenditure levels for public schools 
among states and within states challenge attention. They demand ex- 
planation. Do they mean extreme inequalities in educational opportu- 
nity? To what extent do they reveal differences in quantity and quality 
of services? What factors besides the cost-quality relationship are op- 
erating to produce the differences? 


FACTORS AFFECTING EXPENDITURE LEVELS 


Any expenditure level for schools can be explained only in terms of 
a long list of specific factors which enter into such a complex under- 
taking. The most important of these include: 


1. The nature and limitations of the statistics used; 

2. Consumer demand and standards—the value placed upon education 
and the willingness to support it—confidence in the institution; 

3. The economic ability of the supporting public in the units of govern- 
ment involved; 

4, The total burden of government; and the soundness of the taxation and 
financing system as pointed out in Chapters I and II. 

5. Price and cost differentials—the purchasing power of money, over 4 
period of time in the same unit, and among different units of govern- 
ment; 

6. Population density or sparsity; 

+Based upon A. J. Burke, Defensible Spending for Public Schools (1943), 


ch. IV. 
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7. The structure of school government and the allocation of responsibility 
between central and local units; 
8. The efficiency of the organization and management on the operational 


level; and 
9. The quantity and quality of education provided. 


Differences in expenditure levels ovet a period of time or between 
jurisdictions hardly ever can be explained in terms of any one of these 
factors, All of them have some influence, but differences in economic 
resources and the quantity and quality of service are most important if 
other factors are controlled or allowed for. They are the only two fac- 
tors which show as wide a variation among states or localities as ex- 
penditure levels. 


LIMITATIONS OF STATISTICAL DATA 


Many of the misunderstandings and misinterpretations of public 
school expenditure facts arise from a lack of knowledge of available 
statistics. Per-pupil expenditures are confused with unit costs; and the 
limitations of both the units and the expenditures generally are not 


appreciated. 


PER-PUPIL EXPENDITURES 


Data available ordinarily refer only to cash disbursements which do 
not include depreciation or imputed rent. In most school systems, pay- 
ments out of bond issues or short-term loans not repaid during the 
year are excluded. Total expenditures include expenditures for capital 
outlays and debt service. Current expenditures usually exclude capital 
outlay and debt service, although they sometimes include interest. Per- 
pupil expenditures published by most school systems are based upon 
current expenditures exclusive of interest. Those of the U. S. Office of 
Education sometimes are based upon current expenses with interest 
included. 

The pupil in average daily attendan 
is not a clearly defined, unchanging unit, When used for comparison 
over a period of time or among states Of local school systems it may 
include varying proportions of secondary-school pupils. Unless this 
factor is controlled by weighting (it seldom is), some of the differ- 


ce used in most such statistics 
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ences found may not be due to higher expenditures at all. Where the 
proportion of secondary pupils is increasing, total expenditures per 
pupil may be increasing while actual per-pupil expenditures for ele- 
mentary or secondary schools are decreasing. The highest-expenditure 
states, after allowing for the sparsity factor, generally have at least a 
60-percent higher proportion of pupils in high school. When used for 
states it may include varying or changing proportions of pupils in 
sparsely settled areas or urban areas. Such changes or variations can 
bring about differences in per-pupil expenditures which do not corre- 
spond to actual expenditure differences unless the factor is controlled 
by proper weighting, as it seldom is. The sparsity factor is especially 
important in states like Montana, Washington, Wyoming, Nevada, 
and South Dakota. 


LACK OF UNIT COSTS 


Unit costs require (1) a unit of measure which is unchanging (a 
properly weighted pupil, for example), (2) a uniform cost-account- 
ing system, and (3) uniform standards or specifications for describing 
the good or service whose cost is to be compared. Unit costs are used 
to answer such questions as: (1) How does the cost of providing a 
given material or service compare with that in other school systems? 
(2) Is the school system spending too much or too little for a given 
unit of service or material? (3) How can school expenditures be re- 
duced without decreasing the amount or quality of services and mate- 
rials? They put the stress on the comparison of the costs of a given 
unit of a particular good or service. They certainly do not contemplate 
applying the technique to all goods and services taken together. 

No such unit costs are available for total school activities. Per-pupil 
expenditures for public education merely show on the average what is 
being spent per pupil unit (which may or may not be the same) for 
education (which may or may not be the same) in a ptice structure 
(which may or may not be the same). Public education includes hun- 
dreds of classes of expenditures including such different elements aS 
fuel, textbooks, janitor service, medical inspection, transportation, 
towels, electric lights, tens of different kinds of classroom instruction, 
and hosts of other services, as shown in Chapter II. It is indefensible to 
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apply such an extremely crude, variable, quantitative measuring in- 
strument to a varying aggregate of expenditures, each involving many 
variables of quantity, quality, and time, as well as price or wage differ- 
entials. The only defensible use of per-pupil expenditure comparisons 
is to offer a challenge for explaining differences or lack of differences. 


CONSUMER DEMAND AND STANDARDS 


The willingness of the public to spend money on public schools 
involves a great many psychological factors: the value placed upon 
education, faith in public schools as a means for attaining the values, 
and confidence in their government and management. Furthermore, 
what the public is willing to spend upon schools depends in part upon 
their standards in education—what kind of schooling they want. This 
in turn depends upon the promotion and interpretative efforts of those 
who understand the meaning of good schools. Such subtle factors do 
not lend themselves readily to measurement. 

One pragmatic test of willingness to support schools is available, 
ie., tax effort. For states this can be expressed in terms of income and 
for localities in terms of property tax rate for schools upon equalized 
(100% ) property valuation. Studies of expenditures and effort have 
indicated that states with the lowest economic ability to support 
schools generally make the greatest tax effort to support schools.” This 
relationship held true in 1947-1948, when the twelve least able states 
on the average made about 50 percent more tax effort to support 
schools than did the twelve most able states.’ The earlier studies found 
the highest-expenditure states tended to make less tax effort than the 
lowest-expenditure states. However, this relationship is not quite so 
true today. The average tax effort in 1947-1948 is the same for the 
twelve lowest-expenditure states and the twelve highest. In the first 
group the range is not quite so great, from 1.8 percent of income for 
schools to 2.8 percent. In the second group the range is from 1.5 to 


3.2 percent (Arizona, which ranks 34th in ability )." ; 

2L. W. Ashby, The Efforts of the States to Support Education (1936); J. K. 
Norton and M. K ee fel Children and Education (1938); J. K. Norton 
and E. S. Lawler, An Inventory of Public School Expenditures in the United States: 
(1944), Vol. II. 

® The Forty-Eight State School Systems, pp. 176-77. 

* Ibid., pp. 177-78. 
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The explanation of the extreme differences in expenditure levels 
between states cannot be explained in terms of the willingness factor. 
However, it does offer a partial explanation of the rank of certain 
states. Pennsylvania, Ohio, and Illinois, e.g., rank among the highest 
twelve states in ability (1948); yet they rank 34, 23, and 22 respec- 
tively in expenditure level. All of them rank low on effort, 43, 39, 
and 48, respectively. New Mexico and Utah rank among the twelve 
lowest states in ability, but they rank 28 and 30 in expenditures, be- 
cause they stand first and third in effort.” 

The same generalizations can be made about differences in expendi- 
ture levels among school districts. Generally the extremely low ex- 
penditure levels will be accompanied by the highest school tax rates 
upon equalized property valuation. So differences in tax rates among 
groups and local units will not explain expenditure differences. How- 
ever, instances will be found where expenditure levels in particular 
districts are due partly to lack of tax effort." 


ECONOMIC ABILITY 


The only factor which shows as wide a variation as expenditure 
levels for public schools is economic ability, insofar as this can be 
measured, particularly among local units of government. Of course, 
economic ability to pay taxes does not lend itself to precise measure- 
ments. In the first place, there is no agreement as to what taxpaying 
ability is. It involves a number of subjective considerations—living 
standards, personal or family responsibilities and demands, support of 
private institutions rendering a public service, debtor and creditor sta- 
tus, philosophy of life, habits, and other factors which affect the bur- 
den or sacrifice involved in taxation. Nevertheless, it is true generally 
that the higher one’s income, the less taxes are likely to affect given 
minimum living standards. The greater the income, the more can be 
spent on the comforts and luxuries of life; the lower the income, the 
higher proportion of the income is required to meet even the most 
elemental biological requirements for living—food, clothing, and 
shelter. This fact implies that taxpaying ability does not increase pt? 

5 Ibid. 


€ See P. R. Mort, A Revit Fi. ; 5 yes rk 
State (1948), pp. 12-13. ew of Fiscal Policy for Public Education in New Yo 
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portionately to income, but tends to increase at a progressive rate as 
income rises, 


DIFFERENCES AMONG STATES 


When states are compared, the general level of income and various 
other estimates of economic ability to pay taxes show a very close re- 
lationship to expenditure levels for public schools. Norton, using a 
combination of estimated income and tangible wealth as an index of 
ability to pay taxes, found that the richest state was six times as able 
to support schools as the poorest state in 1922." He also found evi- 
dence to support the conclusion that the comparative position of the 
states had remained relatively constant for a number of years prior to 
19228 Generally the richest states spent the most for schools and the 
poorest states spent the least, but not necessarily in order, because some 
made more effort than others.’ The National Survey of School Finance 
found that: “In all but a few states the actual minimum status of edu- 
cation is determined by the economic ability of local districts to sup- 
port schools rather than by social needs for education.”*° 

The close relationship between the economic resources of states and 
their expenditures for public schools has been shown by a number of 
studies using more refined techniques than those used earlier. New- 
comer calculated the yield of certain commonly used taxes (personal 
income, real estate, business income, corporation organization, stock 
transfer), using the same rates for the year 1930, and showed that if 
all states made equal efforts to support education, wide inequalities in 
expenditures would result because of differences in economic re- 
sources.” Chisholm (Chism), applied the Model Tax Plan to all states, 
using the same rates and assigning the same percentage of the total 
tax yield for the support of education in all states. His study, covering 
the years 1922-1932, showed that the amount of the tax revenue 
available for the education of each child (5—17) ranged from $17.16 

1J. K. Norton, The Ability of the States to Support Education (1926), p. 35. 

8 Ibid., p. 70. 

9 Ibid., pp. 39 f. 


10 P, R. Mort, State Support of Public Education (1933), p. 3. 
1 Mabel Newcomer, An Index of Taxpaying Ability of States and Local Govern- 


ments (1935). 
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in Mississippi to $156.58 in Nevada.” The study showed that it would 
take all of the revenue which could be raised under the Model Tax 
Plan for Mississippi to make the average expenditure per pupil made 
in the United States, 1922—1932. There would be no tax revenues left 
for other governmental purposes.” 

The Nortons constructed a rather comprehensive index of the eco- 
nomic resources of each state in 1930, based upon income, value of 
farm real estate, factory wage earners, value added by manufacture, 
motor vehicle registrations, production of electric power, bank re- 
sources, petroleum and natural gas production, and stock transfers. 
Like previous studies it showed that the most able state had about six 
times the taxpaying ability of the least able state. Although there are 
variations in the rank of the states depending upon the index used, 
generally about the same states are found at the top and at the bottom 
of the rankings. Furthermore, the relative positions, especially of the 
poorest states, have not changed significantly over the period covered 
by the various studies."® 

Mort, in collaboration with Newcomer and others in a study com- 
pleted under the auspices of the Columbia University Counci! for 
Research in the Social Sciences, refined an earlier index developed by 
Newcomer and developed a new weighted index based upon percent- 
ages of ten measures found in each state. These include urban popula- 
tion, value added by manufacture, farm cash income weighted in- 
versely to the percentage of farm population of total population, 
postal receipts, retail trade (net sales), motor vehicle registrations, 
value of net incomes reported for federal income-tax returns on in- 
comes $5,000 to $25,000, value of net incomes reported for federal 
income-tax returns on incomes of $25,000 or over, total population, 
and ee of a theoretical tax on authorized capital stock of corpora- 
tions. ` Such indexes did not result in any substantial shifts in the rela- 
tive ranking of the richest and poorest states." 


1L. L. Chisholm (Chism), The E j ili j 
Ps ners (1956) oa a conomic Ability of the States to Finance 


18 Ibid, p. 153. 

14 J. K. Norton and M. A. Norton, op. cit, 

15 Ibid., pp. 47 f. On, Op. cit, pp. 35 ff. 
16 Thid., pp. 11 ff. 


1 P, R, Mort, Fed ; p 
138 Ibid., TE Support for Education, chs. VI-VII and Appendix D. 


Differences in Expenditure Levels for Schools 59 


The Advisory Committee on Education added a great deal to the 
evidence that taxpaying ability and educational needs do not go to- 
gether. A study by Edwards showed that the states with the least re- 
sources have the highest ratios of children to adults. The states with 
the highest fertility rates and with the highest number of children per 
1000 adults have the lowest productivity per worker and the lowest 
planes of living.” The northeastern area had only 30 percent of the 
children of school age, but it had 43 percent of the national income.” 
Mississippi had nearly 2 percent of the children, but had only six- 
tenths of 1 percent of the income.” Another study by Mort and Lawler 
contains a modification of the Newcomer index of taxpaying ability.” 


VARIATIONS WITHIN STATES 


The relationship of public school expenditure levels to taxpaying 
ability within states is complicated by a number of variables—the 
structure of government, the tax system, the amount of aid from the 
state, the method of apportioning state aid, and the state policy toward 
submarginal areas” in addition to those enumerated in the last section. 

A study of comparative taxpaying ability of school districts relative 
to expenditure levels should: (1) eliminate small unsatisfactory ele- 
mentary- and secondary-school districts with high expenditure levels 
caused by district structure; (2) eliminate from the expenditure levels 
support received from overlapping units of government such as the 
county or the state except in the case of matching aid, the amount of 
which depends upon the ability of the district to do the matching; (3) 
use direct estimates of income and wealth such as were used in the 
previous section; (4) where assessed valuations are used, make correc- 
tions for variations in assessing practices, especially the ratio of as- 
sessed to estimated “true” or “full” valuation; and (5) allow for dif- 
ferences in price levels or purchasing power of the dollar. 

Morrison maintains that: “It simply cannot be done, short of an 
investigation comparable with that undertaken in the physical valua- 

1 N. Edwards, Equal Educational Opportunity for Youth (1939), pp. 59 ff. 

2 Thid., p. 83. 

21 Ibid., p. 170. 

?? P. R. Mort, E. S. Lawler, and Others, Pr: 
Federal Aid for Education (1939), pp. 47 f. 


*8 See F. W. Cyr, A. J. Burke, and P. R. Mort, 
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tion of railways, and, were such an investigation undertaken, it would 
be worthless unless it were completed within a single fiscal year and 
repeated every year. We know there are gross inequalities, but nobody 
has ever measured them. Even the best of the studies ignore what are 
in reality the prime factors in taxable ability as predicated of school 
districts.”** Among the factors he lists are: (1) lack of accurate and 
comparable data on valuations; (2) lack of data on ratio of valuation 
to income both from the property and from other sources; (3) differ- 
ences in the economic effects of property taxes on different classes of 
property; and (4) difficulty of defining the educational load or need 
which the property must support.” 

There are no studies available which are refined to such an extent, 
but there is considerable evidence to support certain generally accepted 
observations of the effects of extreme differences in local taxpaying 
ability upon public school expenditures. 

Since the main support for public schools in most states is ‘derived 
from the local property tax, assessed property valuation does provide a 
ctude measure of ability to spend money on schools. Its validity, of 
course, depends upon the uniformity of assessments (which are far 
from easy to determine and far from uniform), but it is often possible 
to estimate differences in assessment practices and to allow for them. 
Certainly differences in the ratio of assessed to full valuation do not 
vary over 100 percent, while differences in assessed valuation per child 
vary by many hundred percent among small school districts. Rich 
school districts will have over one hundred times the full valuation 
per pupil of the poorest districts; in towns the range is almost as wide; 
and in counties the richest will have over ten times what the poorest 
have. Furthermore, data on the income and the economic status of 
local governmental subdivisions have been accumulating; these will 
provide more refined estimates of the taxpaying ability of the smaller 
units of government. 

In the past decade indexes of the type used for approximating the 
general taxpaying capacity of states have been developed for local 
units of government, especially counties. Cornell developed an index 


24H. C. Morrison, School Revenue (1930 
25 Ibid, cere. 
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of local taxpaying ability, using population, retail sales, motor vehicle 
registrations, production, number of individual income-tax returns, 
and postal receipts. Using the State Tax Commission’s equalization 
ratios as a criterion, he found that in New York State (1930) his for- 
mula was more reliable in predicting relative taxpaying ability than 
was assessed property valuation.” 

Other data which go beyond property valuations in estimating local 
taxpaying ability substantiate to a large extent what assessed property 
valuations indicate to be true. Edwards found that the counties with 
lowest economic resources and planes of living have the highest repro- 
duction rates and highest ratio of children of school age per 1000 of 
population.” His study shows clearly the discrepancy between educa- 
tional load and economic resources in the various states. He also 
showed that differences in economic levels within states frequently are 
greater than those among states.” To a large extent rural-urban dis- 
crepancies in expenditure levels are due to differences in educational 
load relative to estimated income.” Edwards concluded: “The inequal- 
ities of educational opportunity which characterize the American edu- 
cational system today result primarily from the unequal distribution of 
the educational load, from regional and community differences in eco- 
nomic well-being, and from the long-established tradition that the 
schools should be supported in the main from local and state reve- 


nues,”** 


RECENT DATA 


The Council of State Governments’ study (1948) showed that in- 
come per pupil in public schools ranged from $15,739 in New York 
to $3,030 in Mississippi. With few exceptions, the states with the low- 
est income per pupil ranked at the bottom in expenditure levels and 
those with the highest income pet pupil at the top. The exceptions 
usually are due to differences in effort. The ratios of income per pupil 

26 F, G. Cornell, A Measure of Taxpaying Ability of Local School Administrative 
Units (1936). 

7 Ibid., pot 

28 Edwards, op. cit., pp. 58 ff. 

2 Ibid., pp. 79 ff. 
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to estimate differences in assessment practices and to allow for them. 
Certainly differences in the ratio of assessed to full valuation do not 
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school districts will have over one hundred times the full valuation 
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units of government. 
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and postal receipts. Using the State Tax Commission's equalization 
ratios as a criterion, he found that in New York State (1930) his for- 
mula was more reliable in predicting relative taxpaying ability than 
was assessed property valuation.” 

Other data which go beyond property valuations in estimating local 
taxpaying ability substantiate to a large extent what assessed property 
valuations indicate to be true. Edwards found that the counties with 
lowest economic resources and planes of living have the highest repro- 
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population.” His study shows clearly the discrepancy between educa- 
tional load and economic resources in the various states. He also 
showed that differences in economic levels within states frequently are 
greater than those among states.” To a large extent rural-urban dis- 
crepancies in expenditure levels are due to differences in educational 
load relative to estimated income.” Edwards concluded: “The inequal- 
ities of educational opportunity which characterize the American edu- 
cational system today result primarily from the unequal distribution of 
the educational load, from regional and community differences in eco- 
nomic well-being, and from the long-established tradition that the 
schools should be supported in the main from local and state reve- 
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RECENT DATA 


The Council of State Governments’ study ( 1948) showed that in- 
come per pupil in public schools ranged from $15,739 in New York 
to $3,030 in Mississippi. With few exceptions, the states with the low- 
est income per pupil ranked at the bottom in expenditure levels and 
those with the highest income pet pupil at the top. The exceptions 
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and expenditure per pupil between the most able states and the least 
able are about the same—about two to one. The expenditure per pupil 
in the highest-expenditure state (New Jersey) was about four times 
the lowest (Mississippi); the income behind each pupil in these two 


states showed the same relationship, four to one," 


PRICE OR COST DIFFERENTIALS 


It is generally recognized that there are differences in price levels or 
living costs among states and communities; for example, it is common 
knowledge that it costs less to live in certain southern states than it 
does in the northern industrial states and that it costs more to live in 
some cities than in others. Nevertheless, it is not easy to measure gen- 
eral price variations among places because a price structure is made up 
of thousands of prices and because prices must be selected and 
weighted for specific purposes. The price patterns entering into ex- 
penditures for public education and the relative weight of different 
prices in determining expenditure levels for schools will not be the 
same as those influencing expenditure levels for highways or health 
Service. The data available merely show that there are ptice variations 
among states and communities and that the same quantity or quality 
of education or of any other service affected by local price variations 
will require a higher expenditure in some states or communities than 
in others. The precise differences in outlays required to purchase the 


same service are not known and they probably will vary somewhat 
from time to time. 


STATE PRICE DIFFERENCES 


differences in Prices. States with the least €conomic resources and 

lowest expenditure levels for schools, nevertheless, tend to be the 

States with the lowest price levels; but the differences are not great 

for like goods and services with certain exceptions. According to the 

data presented in the previous section, the most able state in terms 
82 T'he Forty-Eight State School Systems, pp. 176 and 178. 
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of economic resources had about five times the ability to support 
schools of the least able state. According to the data gathered by the 
present author, no price factor showed such a wide variation.” Wage 
rates, an important determiner of prices, varied only about 68 per- 
cent in the case of average hourly wage rates on school building con- 
struction, 88 percent in union wage rates for journeymen in the build- 
ing trades, and about 135 percent in average weekly earnings for all 
workers. Farm labor, which influences the price structure in many 
states more than industrial wages, varied over 200 percent among the 
states. Median rentals, a factor which has a close relationship to living 
costs, varied over 400 percent. The median cost of college room and 
board varied from $175 a year to $400 a year, about 129 percent, 
while median college tuition charges in private colleges ranged from 
$75 to $400. The cost of building a standard house ranged from 
$4886 to $7134 or a difference of only 46 percent. The cost of living 
at a uniform standard showed variations of only about 23 percent, 
but the actual difference in living costs probably is greater than that 
as indicated by median rentals and college room and board. The fact 
is that certain items, such as heating, are negligible expenditures in 
many states with low price levels. Moreover, in typically agricultural 
states, many items do not enter into the monetary cost of living at all, 
for example, food grown on the farm. It is a fallacy to assume that 
all sections can or should live at a uniform standard. Differences in 
living standards probably are more influential than differences in liv- 
ing costs at a uniform standard in affecting price levels, as indicated 
by variations in rentals. 

Inflation has tended to reduce price differentials among states and 
communities. In 1947 there was less than a 15 percent differential in 
the cost of maintaining the same standard of living in large cities.” 
This is to be expected since the consumer price index has tended to 
rise more in the low-cost cities. Whereas male unskilled labor rates in 
Swift and Co. plants in various states varied by 45 percent in 1942, 
in 1948 the variation amounted to only about 24 percent.” Since in- 
come has tended to show the greatest percent of increases in the low- 


33 A. J. Burke, op. cit, pp. 84-85. 
3t Monthly Labor Review, March, 1949, pp. 320-321. 
35 Ibid., May, 1949, pp. 27-28. 
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income states, this trend is to be expected. Consequently, price dif- 
ferentials, which apparently never were a very influential factor in 
explaining expenditure differences for schools, are becoming less sig- 
nificant. They are not significant in explaining extreme variations— 
except as a contributing factor. 


COMMUNITY DIFFERENCES 


High community ability to support schools, high expenditure levels 
for schools, and high price levels tend to go together and vice versa. 
Large cities tend to have a higher average of industrial wage rates than 
small cities. Average family income in large cities has been more 
than double that of farm families and 64 percent higher than that of 
families in small cities.” Average salaries of municipal employees and 
teachers vary according to size of city.” Average monthly rentals for 
homes are much higher in large cities than in. small cities.” The aver- 
age cost of living at a uniform standard tends to be lowest in the 
smaller cities.” Cost-of-living studies for teachers indicate that large 
cities and small cities within metropolitan areas tend to have the high- 
est price levels." In New York State a difference of 39 percent in the 
cost of living of teachers among communities was discovered." 


POPULATION DENSITY 


Sparsity of population, no matter what the type of district structure, 
increases expenditure levels for public schools. Transportation, small 
classes, small pupil-teacher ratios, and other concomitants of sparsity 


38 See National Industrial Conference Board, Differentials in Industrial Wages 
and Hours in the United States (1938), pp. 19 ff. 

87 See National Resources Committee, Consumer Incomes in the United States 
(1938), p. 23. i 

88 See National Education Association, Research Division, Salaries of City School 
Employees, and Municipal Yearbook, 1941, pp. 408 ff. and 451 ff. 

39 National Bureau of Economic Research, Differentials in Housing Costs (Bul- 
letin 75, 1939), p. 8. 

“Works Progress Administration, Division of Social Research, Intercity Dif- 
ferences in Costs of Living (1937), p. 8. 

“ See D. P. Harry, Cost of Living of Teachers in the State of New York (1928); 
W. C. Eels, Teachers’ Salaries and the Cost of Living (1933); Commonwealth of 
Pennsylvania, Report of the Commission to Study the Distribution of State Sub- 
sidies to School Districts (1927), pp. 119-146. 
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inflate the cost of any public school service. This factor is operating 
in states like Arizona, Montana, Wyoming, and Nevada. On the 
other hand, population concentration in cities and population spread 
in metropolitan areas is accompanied by higher price levels as shown 
in the previous section. This factor is very influential in determining 
the expenditure levels of New York, California, New Jersey, Mas- 
sachusetts, Delaware, Connecticut, and Illinois. 

The relationship between urbanism and public school expenditure 
levels is not confined to the United States nor is it a modern phenom- 
enon. The author has found that the same relationships exist in 
Germany and England. Indeed, the relationships existing between 
public school expenditure levels in the London metropolitan area 
and the smaller centers in England are very similar to those which 
exist in the United States. The average per-pupil expenditure for 
public elementary education in Greater London was seventeen pounds, 
fourteen shillings (1934-1935). The average expenditure for places 
with populations of 100,000 to 999,999 outside the metropolitan 
areas was 27 percent less; the average for places 30,000 to 99,999, 
30 percent less; and the average for places 10,000 to 29,999, 35 per- 
cent less“ The average per-pupil expenditure for public schools in 
the New York City metropolitan area was $120 in 1929-1930, that 
of places 100,000 to 999,999 outside the metropolitan areas, 23 per- 
cent less; the average for places 30,000 to 99,999, 32 percent less; and 
the average for places 10,000 to 29,999, 41 percent less.“ i 

The relationship between public school expenditures and size of 
community is not of recent origin. In another study the author found 
that public school expenditures in the New York City metropolitan 
area have been higher than those of smaller cities in New York and 
New Jersey, at least since 1870. As the New York City metropolitan 
area spread into New York and New Jersey, the expenditures of the 
communities affected gradually approached, equalled, or exceeded 
those of New York City itself. Although the percentage relationships 


43 Derived from List 43, Board of Education, London, England. 

4t Derived from Statistics of State School Systems, 1929-1930; 1929-1930 data 
were used for the United States because no figures are available for 1934-1935 and 
because 1929-1930 is more comparable with economic conditions in England 
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in metropolitan areas is accompanied by higher price levels as shown 
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the expenditure levels of New York, California, New Jersey, Mas- 
sachusetts, Delaware, Connecticut, and Illinois. 

The relationship between urbanism and public school expenditure 
levels is not confined to the United States nor is it a modern phenom- 
enon, The author has found that the same relationships exist in 
Germany and England. Indeed, the relationships existing between 
public school expenditure levels in the London metropolitan area 
and the smaller centers in England are vety similar to those which 
exist in the United States. The average pet-pupil expenditure for 
public elementary education in Greater London was seventeen pounds, 
fourteen shillings (1934-1935). The average expenditure for places 
with populations of 100,000 to 999,999 outside the metropolitan 
areas was 27 percent less; the average for places 30,000 to 99,999, 
30 percent less; and the average for places 10,000 to 29,999, 35 per- 
cent less. The average per-pupil expenditure for public schools in 
the New York City metropolitan area was $120 in 1929-1930; that 
of places 100,000 to 999,999 outside the metropolitan areas, 23 per 
cent less; the average for places 30,000 to 99,999, 32 percent less; and 
the average for places 10,000 to 29,999, 41 percent less.“ ; 

The relationship between public school expenditures and size of 


ent origin. In another study the author found 


community is not of rec : ' 
that public school expenditures in the New York City metropolitan 


area have been higher than those of smaller cities in New York and 
New Jersey, at least since 1870. As the New York City metropolitan 
area spread into New York and New Jersey, the expenditures of the 
communities affected gradually approached, equalled, or exceeded 
those of New York City itself. Although the percentage relationships 
London, England. 

ms, 1929-1930; 1929-1930 data 


available for 1934-1935 and 
ic conditions in England 


48 Derived from List 43, Board of Education, 

44. Derived from Statistics of State School Syste 
were used for the United States because no figures are 
because 1929-1930 is more comparable with econom 
1934-1935 than 1935-1936 would be. 


66 Financing Public Schools in the United States 


have changed somewhat since 1870, the large places always have 
remained on top in public school spending and the smaller ones at 
the bottom.” 

Sparsity can inflate considerably the expenditure level for a given 
standard of education, but density probably is no more influential 
than price differences. Sparsity can make a given school program cost 
many times what it costs in places of average density as shown in 
Chapter XII. 


STRUCTURE OF SCHOOL GOVERNMENT 


School government in the United States is highly decentralized. 
There are almost 100,000 school units. Maryland has only 24 units 
(counties), but Illinois, Michigan, Minnesota, Missouri, Nebraska, 
and Wisconsin each have over 5000. Ninety percent or more of the 
school units in Louisiana, Maryland, West Virginia, Georgia, Virginia, 
North Carolina, and Florida have over forty teachers; but over 90 per- 
cent in thirty other states have fewer than forty. Over 90 percent of 
the school districts in Wyoming, Colorado, Wisconsin, and South Da- 
kota have fewer than nine teachers. Where this factor is combined 
with sparsity as it is in Wyoming, Colorado, and South Dakota, it has a 
considerable inflationary effect upon the expenditure level for schools. 

Small district organization and the resulting inefficient use of 
personnel and materials is one factor in explaining the relatively high 
expenditure levels of Montana, Washington, California, Nevada, 
Oregon, Arizona, South Dakota, and Minnesota. On the other hand, 
one factor in explaining the low expenditure levels of Georgia, Ala- 
bama, Tennessee, North Carolina, Kentucky, Virginia, and West 
Virginia is the absence of small districts, Yet, this factor probably 
is not much more significant than price differences in explaining dif- 
ferences. It is not as significant as population sparsity, but in com- 
bination with sparsity it can be most inflationary. It also should be 
observed that the larger units in the lowest-expenditure states have 
ae) high pupil-teacher ratios which mean a lack of educational serv- 
ice. 

* See A. J. Burke, op. cit., p- 21, Table 14. 
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EFFICIENCY OF ORGANIZATION AND MANAGEMENT 


Low pupil-teacher ratios and small class-size not caused by popula- 
tion sparsity, the objectives sought, or the results achieved inflate per- 
pupil expenditures without increasing returns. This wasteful type of 
practice where it exists can be traced to inadequate or poorly located 
buildings, unsatisfactory attendance areas, outmoded practices, such as 
semiannual promotions, unrealistically high academic standards, fail- 
ure to adjust staff to decreasing enrollments, or careless scheduling as 
shown in Chapter XVIII. Poor organization and management can be 
discovered only by a thorough study of a particular school system. 
Sometimes it takes years to eliminate the causes, e.g., in the case of 
unsatisfactory buildings. Its correction requires a direct attack upon 
each specific cause. 

Although poor management in such matters as purchasing, main- 
tenance, use of plant, insurance, borrowing, income management, and 
other aspects of expenditure management cannot be condoned, it is 
not as important in its effects as poor personnel management. Neither 
type of mismanagement is a very large factor in explaining differences 
in expenditure levels among units of government, probably ranking 


below district structure in influence. 


DIFFERENCES IN SERVICES 


No factor affecting public school expenditure levels, with the 
possible exception of economic ability, is characterized by the extreme 
differences which exist in educational programs. There are elementary 
schools taught by immature high-school graduates, with large classes, 
lacking a decent minimum of books, 
supplies, and equipment, and without any special services to supple- 
ment the work of the teacher. The teacher lacks knowledge of child 
nature, the learning process, and subject matter. The sole operating 
objective of the school is to achieve a low standard of literacy. On 
the other extreme there are elementary schools taught by mature, 
cultured, well-educated persons who are masters of child psychology 
and hygiene, who know the most effective methods of teaching and 


housed in primitive buildings, 


48 See Part IV for a fuller discussion of this factor. 
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handling individual pupil problems, who know subject matter, and 
who are capable of experimentation in method. Class size is optimum 
for individualization of instruction. The work of the classroom teacher 
is aided and supplemented by psychologists, social workers, curriculum 
specialists, guidance counselors, librarians, physical-education teachers, 
remedial teachers, nurses, dental hygienists, doctors, test-and-measure- 
ments specialists, art and music supervisors, special teachers, and other 
specialists to help attain the cardinal objectives—mastery of the tool 
subjects, health, civic competence, character, ability to earn a living, 
homemaking, worthy use of leisure time, the ability to get along with 
others, and critical thinking. The schools are housed in modern, safe, 
healthful and sanitary buildings with special facilities for meeting the 
broad objectives—libraries, gymnasiums, auditoriums, playgrounds, 
and special rooms. Books, supplies, and equipment are ample and 
take advantage of the best of modern science. Secondary schools are 
characterized by even greater extremes. 


LACK OF DATA 


There is a dearth of descriptive statistics on the educational programs 
in the various states and local school units, Educators frequently have 
assumed that low expenditure levels mean meager educational pro- 
grams. Critics often have assumed that all programs are about the 
same and high expenditure levels are the result of poor management. 

The available statistical series contain very little data on programs 
and services. The United States Office of Education has gathered 
some incomplete data since 1938 which show that the low expenditure 
states generally lack nursery schools, kindergartens, special classes, 
summer schools, part-time or continuation schools, evening or adult 
education classes, visiting teachers, professionalized attendance serv- 
ice, and libraries and generally have relatively few physicians, dentists, 
dental hygienists, nurses, recreation workers, and cafeteria workers.” 
The older statistical series show that they tend to have shorter terms, 
larger classes, higher pupil-teacher ratios, fewer administrative and 
supervisory personnel, less clerical assistance, and a smaller proportion 
of pupils in high school. 


* Statistics of State School Systems 1937-1938 4 
3 i » PP. Ny » 98 f, an 
165 ff.; and 1945-1946, pp. 6, 20, and 29 f. pp. 82ff., 89 ff, 9 


Differences in Expenditure Levels for Schools 69 


RESEARCH STUDIES 


Research studies have contributed very little descriptive data on the 
comparative programs of the various states. The recent study of the 
Council of State Governments summarized some data on teacher 
preparation. After allowing for the effects of population sparsity 
and small district structure, the lowest-expenditure states with few 
exceptions have the smallest percentage of teachers with a college 
degree and the highest-expenditure states the highest.” 

There have been a number of studies which provide some data on 
program variations within states. Mort in his New Jersey and Maine 
surveys made a beginning in this type of analysis, utilizing quantitative 
data on services provided.” Grimm” and Caldwell and Burke™ ap- 
plied similar techniques in Illinois and New York. Mort and the 
present author completed such a study in New York State, using im- 
proved techniques.” 

Mort and Cornell developed an instrument for measuring the adapt- 
ability of school systems which also measures to a considerable extent 
the services provided.” They have applied this instrument in Dela- 
ware, New Jersey, New York, Pennsylvania, and Rhode Island.” All 
of these studies show that broad educational programs and high ex- 
penditure levels tend to go together in the absence of unsatisfactory 
district structure or other disturbing factors when groups of schools 
are compared. The hypothesis does not necessarily hold true for in- 
dividual school systems; nor do high expenditure Jevels mean high 


50 Council of State Governments, op. cit, p- 210. ' 3 
51 Report of the Governor's School Survey Commission, Reconstruction of the 
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52L, R. Grimm, Our Children’s 
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53 A. B. Caldwell and A. J. Burke, A Study of Financial Support and Educationa 
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5t P, R. Mort, A. J. Burke, and others, A Study of Educational Programs Re Ah 
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educational returns under all conditions. The Regents’ Inquiry sum- 
marized its findings in this way: 


“In other words, high quality is usually accompanied by relatively high 
cost, but large expenditures are not always accompanied by high quality. 

“High expenditures do not automatically produce high grade education. 

“Though tremendously expensive, the smallest schools do not achieve 
adequate results. 

“No amount of state money poured into districts which are too small 
to operate effectively will make it possible for them to give a thoroughly 
satisfactory education.”** 


During the past five years improvements have been made in the 
techniques of comparing school services relative to expenditure levels 
and new data have been added on the relationships between the two 
factors. Vincent made a thorough analysis of the data used in the Mort 
and Burke study.” The Metropolitan School Study Council refined the 
instruments used in the previous studies.” McLure applied the tech- 
niques in Mississippi.” Woollatt studied the relationship in the highest 
expenditure school systems.” 


SOME HYPOTHESES 


The analysis of expenditure levels relative to educational returns 
is indeed complex. Research certainly cannot quickly provide a satis- 
factory answer to the problem. Yet decisions must be made on financial 
policies day by day. Education as a living institution requires action. 
Decisions and action, however, must be based upon apparently reason- 
able assumptions or hypotheses accompanied by a willingness to make 
changes if future research discredits any of these. 

What are some of the broad assumptions which seem reasonable on 
the basis of available fragmentary data and narrowly conceived re- 
search? In regard to total current expenditure levels relative to edu- 
cational returns the following assumptions seem reasonable: 


z Regents’ Inquiry, Education for American Life (1938), pp. 142-44. 
te WS. Vincent, Emerging Patterns of Public School Practice (1945). 
°” Metropolitan School Study Council, What Schools Can Do, 101 Patterns of 
Educational Practice (1945), and subsequent publications. i 
S W. P. McLure, Let Us Pay for the Kind of Education We Need (1948). 
Lorne Woollatt, The Cost Quality Relationship on the Growing Edge (1949). 


O l l S 


Differences in Expenditure Levels for Schools 71 


1. An adequate expenditure level by itself will not assute adequate 
educational returns because of the influence of other factors, especially 
those affecting management. It is, however, an essential condition to 
the attainment of adequate returns. It increases the probability of good 
returns, assuming that other essential ingredients such as competent 
leadership and administration, good personnel policies, continuous 
appraisal and improvement, scientific and professional budget-making, 
schedule-making, and business management are present, and that 
arbitrary factors limiting efficiency such as small district structure are 
not. An expenditure level is like a family income. It can limit the 
quantity and quality of purchases, or it can make possible desirable 
purchases when accompanied by consumer standards and skill in 
buying. 

2. The level of expenditure maintained over a long period has the 
greatest effects upon educational returns. Results of high quality can 
be attained occasionally and temporarily on inadequate expenditure 
levels, but sufficient support is essential to the continued attainment of 
adequate returns. The highest quantity and quality of education gen- 
erally is accompanied by relatively high expenditures over a long 
period of time, allowing, of course, for other factors. Very low ex- 
penditure levels over a long period of time are accompanied by the 
lowest quantity and quality of education. 

3. The positive relationship between expenditure levels and educa- 
tional returns is most observable at the extremes. In between, the re- 
lationship is so complicated by other factors that the separate in- 
fluence of expenditure levels can hardly be discerned. Combinations 
of factors must be observed in the intermediate stages. 

4. Differences in average expenditure levels for a large random 
sample of school districts, or smaller samples, not unduly weighted by 
such factors as unsatisfactory districts, sparsely settled areas, and areas 
with high living standards and living costs, generally mean differences 
in educational opportunities and educational returns. However, this 
assumption does not hold true for individual school districts or very 


small samples of districts. 
5. Rapidly increasing of 
result in immediate correspon 


decreasing expenditure levels will not 
ding increases or decreases in educa- 
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tional returns owing to the carry-over of leadership, personnel, policies, 
program standards, and public opinion, unless such changes in ex- 
penditures are accompanied by measures which will offset the carry- 
over influence of such factors. The cumulative effect of higher expendi- 
ture levels will be increased returns, assuming that all other factors 
are favorable. The cumulative effect of the decreased expenditure 
level will be reduced returns, provided that there are no changes in 
other important factors. 

6. Decreasing expenditure levels do not necessarily bring about 
economy or efficiency. Indeed, lowering expenditure levels may re- 
sult in a higher percent of wasteful expenditure (like buying a shoddy 
garment which will soon wear out). Economy and efficiency must be 
attained by direct attacks on the factors involved—district structure, 
administration, and the like. The return received from any expenditure 
level can be increased by positive action on such matters as efficient 
planning, efficient buying, and good management. 

7. Poor educational returns may be accompanied by a wide range 
of expenditure levels, even when observed over a long period of time, 
because of the influence of many factors. Conversely, high expenditure 
schools may vary widely in quality because of these same factors. 

8. Low expenditures tend to go along with other factors not 
favorable to the wise management of increased expenditure levels. 
Although any increase in expenditure levels in such schools will in- 
crease the probability of greater returns, steps must be taken to off- 
set the influence of the unfavorable factors. 

9. Equalization on the basis of a given expenditure level means 
educational returns varying in quantity and quality as between places 
with different price structures and between different periods of time 
in the same place when prices are rising or falling. 


RESULTS 


The true test of adequate returns for money spent is the effects of 
program and services upon pupils and society. The most baffling 
obstacles to relating expenditures to results are: (1) the difficulty of 
measuring the most important returns from education; (2) the dif 
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ficulty of isolating the influence of other factors on results, and the 
influence of factors in the past. 

Valid and reliable measuring instruments touch only a very small 
part of the results of education—certain immediate verbal knowledge 
and certain immediate skills, especially the linguistic or the symbolic. 
Measures of other outcomes are still in the developmental stage. 
Furthermore, existing instruments measure only the obvious and im- 
mediate effects upon the individual, not the effect on the total per- 
sonality and behavior of the individual. They do not measure the 
social effects, present and future, the effects upon the individual in 
the future, and effects upon future generations. 

The school is not the only factor contributing to the results as 
measured by any given instrument. It is practically impossible to de- 
termine the separate influence of native intelligence, health, home con- 
ditions, community contacts, out-of-school environment, and other 
agencies such as the press, radio, and church. 

Many factors have operated in the past to produce present results, 
The past education of parents, the past education of school children, 
past health, past experience, past expenditure levels, all contribute 
to the results of education as measured at a given time. Even partial 
results of education, therefore, cannot be measured in any absolute 
sense. They have to be related to such present factors as intelligence 
and to such past factors as previous education and experience. Studies 
like those of Powell” based upon testing have to be carefully in- 
terpreted. The same is true of studies like the Regents’ Inquiry, which 
utilized test results supplemented by certain other data or observations 
on the immediate status of the quality of schooling.” 


APPRAISAL OF EXPENDITURE LEVELS—A SUMMARY“* 


Citizens, taxpayers, and school officials must appraise their expendi- 
tures for public schools. They cannot help making comparisons be- 
tween their outlays and those of other communities. What data should 


® ©. E. Powell, Educational Returns at Varying Expenditure Levels (1933). 


63 Regents’ Inquiry, op. cit, pp- 140 ff. 
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they have to make intelligent conclusions? Certainly the following 
might be considered a minimum: 

1. Differences in educational programs. All education is not the 
same. In any one school system, what is included under education will 
vary from year to year, the differences widening as longer time-inter- 
vals are compared. Among school systems extreme variations will be 
found. The objectives which a school system is actually trying to 
achieve will vary. The caliber of personnel employed to achieve pur- 
poses will show even wider differences, and the means employed— 
services, programs, curricula, methods, and organization—will vary 
considerably. 

2. Differences in pupil populations. Within and among school 
systems the number of children and the characteristics of pupil popu- 
lations, such as age levels, ability levels, economic status, parentage, 
health and physical characteristics, home background, and community 
experiences, will differ. The number of children to be educated ob- 
viously will affect expenditures, but the characteristics of pupil popu- 
lation may be more potent in determining expenditure levels, a factor 
which is not so obvious to the layman. 

3, Income. In order to attract and hold capable personnel, public 
school expenditures must reflect income levels or trends. If capable 
persons are to be attracted into the profession and kept in the pto- 
fession, schools must provide incomes which are commensurate with 
those which persons with similar abilities can earn in other occupa- 
tions. A state or a community with a high level of income may have 


to pay more to get competent personnel than one with a lower level 


of income. 

4, Prices. Income payments and other factors affect price levels 
as between time-intervals and between places. Price differences among 
communities and states and trends in prices, or the purchasing powet 
of the dollar, must be taken into account, 

5. Density of population. Extreme sparsity of population means 
that a sufficient number of pupils cannot be brought together at a 
reasonable transportation cost to provide economical instruction. A 
given quantity and quality of education will be costly in sparsely 
settled areas. Nevertheless, this expense is defensible under democratic 


| 
| 
| 
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principles. Extreme density of population, on the other hand, seems 
to be accompanied by higher income and price levels. 

6. District structure. Even where sparsity is not operating, small 
units of school administration and small attendance areas will in- 
flate costs. Probably such a structure and organization cannot be de- 
fended. Yet, if the people of a state permit them to exist, they must be 
willing to pay the price. 

7. Governmental structure. Overlapping units of government, 
such as the state, county, city, village, town, and special district, some- 
times provide educational services or meet the costs of certain goods 
and services used by schools, such as water, light, psychological serv- 
ice, or health service. Often one school district will pay for public 
library services, police protection at school street-crossings, recrea- 
tion, and health services which in another district are paid for by 
some other unit of government. Such variations must be discovered 


and allowed for in comparisons. 

8. Units of measurement. Public school expenditures represent a 
heterogeneous aggregate of goods and services. Although there are 
well-defined, unchanging units for measuring expenditures for specific 
goods like coal, and somewhat imperfect measures for special services 
like janitorial work, there is no unit for comparing the aggregate. 
Such a unit as current expense per pupil has practically no meaning. 
Variations must be explained in terms of the factors here enumerated. 

9. Willingness. The sense of values of a population and its con- 
fidence in school management determine willingness to spend money 
on public schools, an extremely crucial factor. A population with low 
cultural and educational standards will not spend as much for edu- 
cation as an enlightened population. Unfortunately, such conditions 
form a deplorable cycle—low standards resulting in poor schools, 
poor schools resulting in low standards. National and state leaders, 
professional men and laymen, must take the initiative to break this 
cycle, especially in rural America and large politically dominated 
cities, if the welfare of all is to be promoted and protected. Confidence 
depends upon establishing the conditions essential for defensible 
spending, including the elimination of indefensible spending and ef- 


fective interpretation of expenditure facts to the public. 
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CHAPTER IV 


Policies and Principles 
Underlying Public School Outlays 
and Their Control’ 


Public school expenditures reflect public policy regarding education. 
Policy expresses the operating principles of our way of life. As would 
be expected in a democratic nation, the principles themselves are 
not always in harmony, and require a delicate balance. 

The principles underlying public school spending and those which 
govern the structure of our government and fiscal relationships among 
governmental units cannot be separated. Fiscal controls can destroy 
the allocation of governmental responsibility. Emphasis upon a single 
ptinciple in finance can bring about shifts in governmental control. 
Shifts in operational responsibility or control sometimes are not ac- 
companied by the required changes in finance. Unintentional shifts 
in control can follow certain finance practices. 

There are six groups of principles involved in public school spend- 
ing centering around: (1) governmental responsibility, (2) de- 
centralization, (3) initiative and adaptability, (4) equalization, (5) 
fiscal independence of school government, and (6) state supervision. 
These clusters of principles must be understood in order to compre- 
hend public school spending and the sound ways to improve it. The 
ptinciples are involved in all school, state, and local governmental 
relationships, relationships with other local units of government, and 


1 Based upon A. J. Burke, Defensible Spending for Public Schools (1943), chs, 
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relationships with private educational institutions. Since undue em- 
phasis upon one often can negate others, they must be reéxamined at 
all times to test their effects. 


GOVERNMENTAL RESPONSIBILITY 


The most fundamental, generally accepted principle of American 
public school finance is that the government is responsible for pro- 
viding education. In the New England states, especially Massachusetts, 
this principle was recognized long before the government of the 
United States was established.” After 1776 the New England policy 
was gradually extended to other states. 

Protestant churches, particularly in states like Massachusetts, New 
York, and Pennsylvania, for a number of decades after the adoption 
of the Federal Constitution maintained that education was a church 
responsibility. By 1850 most of them had accepted the principle of 
education as a state responsibility, but the Roman Catholic Church and 
certain other churches never have accepted this principle. They have 
opposed extensions of public education through child-labor laws and 
compulsory education laws. They have opposed federal aid for public 
schools. They have fought for public financial aid for church schools.’ 

The Roman Catholic Church has been urging a return to the policy 
of public support for nonpublic schools on the principle of religious 
freedom.’ The present policy of not granting such support is being 
defended largely upon the principle of separation of church and state.” 
From the viewpoint of freedom of religion and thought, this ideolog- 
ical conflict is indeed important, but from the point of view of public 
school finance other issues are more important. The public financing 
of nonpublic schools has implications for educational and financial 
control and economy which have not been sufficiently stressed in the 
controversy. These will be discussed later in this chapter. 

In the early decades of the Republic aristocratic elements opposed 


P S P. Cubberley, Public Education in the United States (rev. ed., 1934), pp- 
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state responsibility for public schooling and supported the charity 
or pauper concept of public schooling for the poor. They were suc- 
cessful for a time in Connecticut, New York, Pennsylvania, New 
Jersey, Delaware, Maryland, and the southern states, but by the third 
quarter of the nineteenth century they had been defeated.’ Since then 
the adherents of the principle of class education have fought to limit 
extensions of state responsibility, urging a return to universal ele- 
mentary schooling limited to the barest fundamentals, with secondary 
education limited to a select few and stripped of its vocational, avoca- 
tional, and enriching experiences. The principle of universal education 
without class distinction has prevailed. 


FEDERAL RESPONSIBILITY 


The Federal Constitution left the control of schools to the states, 
but as national government matured, it has assumed certain respon- 
sibilities for schools. (1) It has required the establishment of state 
school systems as a condition for admission to statehood. (2) It has 
used grants of land or money to encourage the establishment or exten- 
sion of state school systems. (3) It has used federal grants to stimulate 
within states types of education which were deemed to be in the na- 
tional interest. (4) It has used federal grants to assist state school 
systems adversely affected by depression or wat—emergency aid. (5) 
Tt has assumed direct responsibility for the education necessary for de- 
fense, education within federal jurisdictions, and education for federal 
employees. (6) It has applied certain provisions of the federal con- 
stitution as they affect schools—e.g., separation of church and state 


and racial equality. 

It will be shown in Part III that the national interest has become in- 
creasingly important in the determination of state and local policy. 
There is every reason to expect that it will continue to do so. Yet the 
principle that education should promote the national interest can 
easily violate other basic principles. Because federal policy has not al- 
ways been consistent, the problem will be to define a national policy 
which will be in harmony with the principles upon which the state 


€ Cubberley, op. cit, pp. 189 ff. and I. Doughton, Modern Public Education; lis 
Philosophy and Background (1935), pp. 398 f. 
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and local school systems were established. Part III will discuss the 
proper place of the federal government in public school finance. 


STATE RESPONSIBILITY 


The principle of state responsibility for public education has be- 
come accepted by constitutional enactment, legislation, and practice 
in all forty-eight states. State action in compelling school attendance, 
free schools, minimum terms, minimum standards, and local taxation 
for schools is a major factor in local expenditures for schools. 

All states have shown a willingness to delegate operational and 
fiscal responsibility for schools to local units of government. Yet such 
units generally are regarded as state agencies of local jurisdiction, with 
specific grants of power, both as to education and taxation. States have 
not recognized any inherent right to home rule in education. States 
have been most inconsistent in granting home-rule powers—increasing 
operational responsibility while. restricting fiscal powers, stimulating 
local taxation and then restricting it, extending mandates without in- 
creasing taxing power, and pursuing state financial policies or practices 
which have violated other principles. Harmonizing state policy also 
will be taken up in Part III. 

State responsibility in education always must be tested against the 
principle of adequacy. Since the concern of the state arises from eco- 
nomic and civic considerations, adequacy is judged in terms of contri- 
butions of schools to economic and social welfare. In a representative 
government with universal suffrage and a high degree of population 
mobility, adequacy cannot be achieved solely by delegating authority 
and power to local units as is done in Nebraska. Too many local units 
lack the fiscal capacity to meet the national needs. Too many are 
educating the future citizens of other localities. There must be a pool- 
ing of resources to attain adequacy and equity in tax burdens, as shown 
in Part II. 

The principles of state responsibility for public education, it must be 
stressed, are not clearly defined. They are broad generalizations. The 
very nature of democratic processes, decentralization, and differences 
in traditions, character or status of population, and environment, €s- 
pecially those affecting educational opportunities and taxable re- 
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sources, have led to widely varying interpretations of the underlying 
principles among states. Moreover, within any given jurisdiction the 
meaning attached to civil responsibility has been changing. From time 
to time and from place to place there are variations in compulsory 
education laws—lower and upper age limits, length of schooling, 
length of term. The trend is toward lengthening the period and elimi- 
nating exemptions.” There are differences and there have been changes 
in the age limits for which education shall be provided free of charge. 
There are extremes in the quantity and quality of educational oppor- 
tunities or services provided at public expense, ranging from nursery 
schools and preschool services to elaborate programs of higher and 
adult education. Furthermore, there are many differences in the 
policies or prerequisities established for different opportunities. Ad- 
mission to curricula and courses may be arbitrarily limited to a few, 
or pupils and parents may be free to choose any course they desire. 
Public school experience may be conceived very narrowly in terms of 
fixed bodies of subject matter, of conceived in terms of developing 
each individual to his maximum capacity in all directions—physical, 
vocational, intellectual, moral, and esthetic. 

The varying interpretations and applications of civil responsibility 
for public schools which exist among different states and different 
subdivisions within states create another major school finance problem. 
Whert has a state adequately discharged its responsibility for public 
education? What is the minimum educational level below which the 
people of the nation as a whole cannot permit any state to go for 
the protection of all and for the preservation and improvement of the 
democratic state? For the same reasons, what is the minimum educa- 
tional level below which the people of the whole state cannot afford to 
let any of its school districts go?” 


EFFECTS 


The application of the principles of civil responsibility for public 
education has brought about public school spending in the United 
States and has led to increased federal and state participation in public 
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school support. Education for civic competence, the protection and 
preservation of the group, the advancement of the individual, the 
improvement of group life, and adaptation to changed conditions 
have been motivating forces for the expansion of public schooling. 
States probably have aimed to provide educational facilities for all 
future citizens equal to the best that have been developed. Yet prac- 
tical considerations such as public opinion, existing public school 
personnel and facilities, past educational provisions, tradition, and 
financial resources often have resulted in educational provisions far 
below what might be regarded as adequate. 


DECENTRALIZATION 


All the states apparently have believed in the superiority of locally 
operated school systems. Even states with the most pronounced central 
tendencies have retained the local structure of school government. 
The policy probably stems from one or more of the following prin- 
ciples: (1) Democratic processes have their best chance of success on 
the local level. The larger the units the more they must rely upon 
representative government. (2) The effects of close participation in 
government themselves are valuable regardless of operating efficiency. 
(3) The educational function is intimately bound with the home; 
school government should be close enough to the home to make pos- 
sible close coöperation. (4) In a country of vast geographic area and 
gteat contrasts in population, geography, and economic institutions, 
necessary variability to meet local needs can best be obtained through 
local operating units. (5) Greater progress can be achieved under a 
decentralized system with freedom. (6) Greater fiscal control can 
be obtained where the taxpayers have a direct voice in government 
and can observe the efficiency of operations. (7) Educational pro- 
grams which are understood and demanded by the citizens have greater 
stability. This can best be accomplished in smaller units of government. 

The difficulty in most states is that they went to such extremes in 
decentralization. If they had not recognized the error early in their 
history, we probably would have over 200,000 units of school govern- 
ment today. As it is, we have nearly 100,000, or an average of one for 
each eight teachers or 250 pupils. This results in an unduly com- 
plicated system of government; and many of the units are not capable 
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of performing the educative function. Changes in population and 
wealth have made some of them able to support excellent schools 
with almost no tax effort, while others cannot support even inadequate 
schools with excessive tax burdens, The growth and expansion of the 
educational enterprise has not always been accompanied by an ex- 
pansion of the local supporting unit. Some units have lost the popu- 
lation elements which bring background, vision, and intelligence to 
policy formulation. Consequently, American school government too 
often is characterized by extreme inequalities in educational offerings, 
short-sighted policies, neglect of the broader problems, inertia, petty 
politics, inefficiency, and waste. This has brought about a gradual ex- 
tension of central controls. 


STIMULATION AND REWARD-FOR-EFFORT 


Extreme decentralization into unsatisfactory and outmoded local 
units for schools did not always result in the progress and adaptability 
expected under local freedom. The states and later the federal govern- 
ment sought means for stimulating local improvements. 

By 1920 the implications of state and federal policy weighted on 
the side of stimulating local undertakings through financial grants 
which demanded additional local tax effort were becoming recognized. 
It was found that payment-for-effort meant that only wealthy dis- 
tricts could get maximum state aid; and they could get it with very 
little effort as measured by their tax rates. Even extremely high local 
tax rates would not enable poor districts to get full state aid. In- 
equalities in educational opportunities ot burdensome local school 
taxes were being promoted by the policy. Updegraft (1922) in his 
New York and Pennsylvania studies urged that more emphasis be 
placed upon equalization.” Strayer and Haig (1923) showed that 
stimulation was not tenable as a permanent policy. They showed that 
the policy was inconsistent with equalization—indeed nullified it by 
giving the most aid to the districts with the greatest taxpaying abili- 
tiesiai 

Another effect of reward-for-effort in public school finance has 

9H. Updegraff, Financial Support (Rural School Survey of New York, 1922), 
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received very little attention—the effect upon school district and 
municipal government relationships. It is a fundamental, generally 
accepted principle in America that education is a state responsibility 
—local school districts, corporations, or authorities are state agencies 
of local jurisdiction. Overemphasis on payment-for-effort tended to 
increase the local tax burden for school support quite independent 
of the tax burden and tax needs of municipalities as a whole. Since 
both were taxing the same property, competition between the state 
agencies of local jurisdiction and general municipal government was 
inevitable. This resulted in demands for making school districts fiscally 
dependent upon local municipal government, that is, making school 
budgets a subordinate part of general municipal budgets. In many 
places, through statutes and charter provisions, a state function, public 
education, was made subordinate to local functions because of the 
overemphasis on local support for schools as a result of payment-for- 
effort. 

Since the work of the Educational Finance Inquiry, neither stimula- 
tion, payment-for-effort, nor reward-for-effort has been considered 
a sound principle of public school finance. As shown by Mort, stimu- 
lation is but a device for carrying out a more fundamental principle 
which is not inconsistent with the equalization principle.* Recognition 
and development of this underlying principle, now called the adapt- 
ability principle, is largely the work of Mort and his students.” As a 
result of Mort’s work it is now evident that stimulation not only is 
contrary to the equalization principle, but tends to negate the very 
principle it attempted to carry out. It restricted local budgetary free- 
dom and tax leeway essential to adaptability and local initiative. 

The only alternative to further centralization in most states is a com- 
plete reorganization of local school units. Not only must the units be 
large enough to offer a modern school program, but many of the 
central controls adopted for unsatisfactory units must be withdrawn. 
Budgetary freedom, taxing power, and operational freedom must be 

“P. R. Mort, State Support for Public Education (1933), p. 37. 

12 Ibid., pp. 36 ff. See also P. R. Mort and F. G. Cornell, Adaptability of Public 
School Systems (1938); P. R. Mort and F. G. Cornell, American Schools in Transi- 


tion (1941); and F. W. Cyr, A. J. Burke, and P. R. Mort, Paying for Our Public 
Schools (1938), pp. 77 ff. 
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restored to the new units. Extreme decentralization destroys the ad- 
vantages of the policy. 


EFFECTS 


Extreme decentralization in public school finance has increased ex- 
penditures by permitting inefficient use of personnel and facilities, 
by duplicating services performed by other units of government, such 
as tax collection, by promoting petty local interests or politics, by per- 
petuating unskilled management of public school expenditures, and 
by making impossible maximum economies in personnel, purchasing, 
debt service, insurance, construction, transportation, and other expendi- 
tures. 


INITIATIVE AND ADAPTABILITY 


The principle which really keeps a school system vital, growing, 
dynamic, responsive, flexible, or elastic, has been variously called the 
adaptability, progressive, or efficiency principle. It is a very elusive 
principle—even more difficult to define than civil responsibility itself. 
It involves the following: (a) imagination, invention, creation, or 
innovation; (b) introduction, inauguration, initiation, or experimenta- 
tion; and (c) promotion, extension, communication, dissemination, 
or spread; resulting in (d) widespread adaptations, efficiency, prog- 
ress, improvements, adjustments, reforms, effectiveness or potency in. 
public schooling. 

The following definitions of the adaptability principle have been 
made in recent years: 

1. “A school system squaring with the principle of efficiency is one that 
adjusts or realigns itself in the face of new and changed conditions.”"* 

2. “From the historical development of public education in the United 
States there would seem, therefore, to be no question that the state has 
a responsibility to encourage continued adaptation of local educational 
programs to meet new conditions.” 

3. “The . . . adaptable school system will without delay cast out the 
dead wood, shift emphasis into line with importance, add new services. 
The school system which is not adaptable will continue to serve waste- 
1 A. D. Simpson, in American Association of School Administrators, Schools 


in Small Communities (1939), p. 351. 
PR. Mort, op. cit, p. 38. 
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fully, maintained only by the human failing of the public to assume 
that the practices of the past are good.” 

4, “In most of the literature, variability is used to include adaptability. 
As used here, variability is adaptation to variations in recognized needs 
from community to community. Adaptability refers to changes in the 
recognized program that might or might not be applicable to all com- 
munities without variation. The variability principle demands flexi- 
bility in meeting objectives, old and new. The adaptation principle de- 
mands capacity for change.”""* 


APPLICATION 


Decentralization of structure ( accompanied by equalization aid 
from federal and state governments) is the means usually prescribed 
for keeping a school system flexible and adaptable. It is assumed that 
a decentralized system will demonstrate more inventiveness and origi- 
nality in making adaptations to new knowledge and new conditions. 
It is assumed that permitting some school districts to provide oppor- 
tunities far beyond average creates a powerful stimulation for raising 
the average. It is believed that a decentralized system is in a better 
position to discover local needs and make adjustments to them. How- 
ever, decentralization by itself does not assure adaptability or flexibility. 
Certain other conditions must prevail. 

In applying the ptinciple to the structure of public education, cer- 
tain related principles have been developed which define the con- 
ditions under which decentralization may promote adaptability: 

1. There should be satisfactory local school districts; unsatisfactory 
units cannot adjust; they lack the resources.” 

2. The social composition and organization of a school district 
should be such as to assure an active lay interest in education, the 
selection of able persons for school-board service, continuity in school- 
board membership, freedom from economic and political pressures in 
the management of school affairs, and local decisions that safeguard 
the interests of all the people of the state and the nation, 


18 Mort and Cornell, Adaptability of Public School Systems, p. 6. 

16 Mort and Reusser, op. cit., p. 102. 

Mort and Cornell in American Schools in Transition, p. 193, raise the question 
of whether it is unrealistic to attempt to operate such school districts under local 
initiative. 
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3. Freedom for local school authorities to experiment within the 
state foundation program of education and to go beyond state mini. 
mum educational standards (the absence of maximum standards or 
restraints) should ‘exist. 

Á. State minimum standards should not hamper the local district 
in doing a better job than is now being done; for example, limitations 
on class size are not desirable, since so little is known as to what con- 
stitutes satisfactory class size for various purposes, and since class size 
is not the only factor which’ determines the effectiveness of instruction. 

5. There should be a local tax base for schools, not too heavily 
taxed by other governmental agencies and adequate to permit a rea- 
sonable amount of local tax leeway, and freedom to levy taxes upon 
that base without arbitrary restraints, to make effective local initiative. 

6. There should be sufficient revenues from central and local 
sources to employ competent professional leadership and manage- 
ment to aid the school board in the formulation and execution of 
local educational policies. 

7. There should be absence of inspection, review, or central con- 
trols over the decisions of local boards of education, especially where 
state minima are not involved; the test is, who has the final decision 
on expenditures, the central authority or the local agency?™ the 

The adaptability principle can be applied by “stimulation aid, 
but certain conditions must prevail. (1) The financing should not be 
weighted on the side of stimulation; otherwise, equalization will be 
nullified. (2) Stimulation aid should be based upon a local contribu- 
tion commensurate with taxpaying ability; otherwise, adaptability 
through local initiative will be destroyed by overburdening the prop- 
erty tax in districts that are not wealthy. (3) Stimulation aid should 
be pursued only as a temporary measure. As soon as practical, the 
stimulated activity should be financed throughout the state. However, 
the evidence seems to indicate that under a good state equalization 
program and properly organized local school districts, new undertak- 
ings can be stimulated without such special aids.” 

18 See Mort and Cornell, Adaptability of School Systems and American Scho 


in Transition. : t A 
19 Sele Neulen, State Aid for Educational Projects în Public Schools (1928); 
J. W. Wrightstone, Stimulation of Educational Undertakings (1933). 
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Other applications of the principle probably would involve the use 
of state funds to promote research, experimentation, improved teacher 
education, leadership, clinics, and demonstration centers. 


EFFECTS 


The effect of this principle is to encourage localities and states to 
have high expenditure levels and not level the fiscally able down to 
some norm. It is like private-enterprise economy, which encourages 
the able to move ahead. It implies that a healthy school finance system 
will have inequalities in educational opportunities. It places no ceiling 
upon citizen action in attempting to have better schools for their 
children. 


EQUALIZATION 


In the application of the American principles of civil responsibility 
for public education another principle has evolved—the equalization 
principle. Such a principle would be unnecessary in a centralized 
system where tax laws are uniform for all and where practically uni- 
form public school facilities are provided throughout the system. In 
the city of New York, with a population of 7,500,000, there is no 
equalization problem, at least regarding the support of public educa- 
tion, but in the state of Nevada, with a population of 110,000, there 
is. The principle is largely the product of decentralization, unequal 
taxpaying capacities, and extreme differences in educational provisions. 
The equalization principle also has its basis in another democratic 
ideal—that of equality of opportunity, especially in economic life. 
Concern for the welfare of the individual has led to a demand for the 
extension of educational provisions to the many where formerly they 
were available only to the few. This demand for equality of oppor- 
tunity has brought about extensions of educational opportunities 
quite independent of the demands of citizenship or public welfare 
implied in the principle of state responsibility. 


ITS NATURE 


Comprehension of equalization as a principle of public school 
finance requires an understanding of two basic elements in the demo- 
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cratic process. These may appear on the surface to be in conflict with 
each other; but fundamentally they are complementary. Without one, 
the other loses a good deal of its significance. One may be called the 
dynamic or disequalizing factor; the other, the stabilizing or equalizing 
factor. If it were not for the dynamic element which creates educa- 
tional variableness and disparities, there would be no great urge to 
stabilize or equalize educational opportunities. Equalization conceived 
in terms of narrowing the existing disparity of opportunity is of great 
social value, but conceived in terms of a gradually rising level of op- 
portunity, it becomes of even greater value to a civilization. Only as 
the dynamic force is allowed to operate can this hope be realized. 
On the other hand, this creative force might destroy itself and equaliza- 
tion too if the stabilizing, equalizing process were not functioning. 
By gradually narrowing disparities of opportunity and preventing 
retrogression and decay, the equalizing element preserves and fosters 
the disequalizing element. 

Applied to a school finance system, one of the elements has been 
called the equalization principle; the other generally has been referred 
to variously as the progressive, the stimulative, the efficiency, or the 
adaptability principle. The principle of state responsibility for public 
education underlies both of these principles. In effect they flow from 
and help define state responsibility. 


DIFFICULTY OF DEFINITION 


The equalization principle has received the greatest emphasis in 
state school finance systems in recent years; yet it is a very difficult 
principle to define. It is hard to define because it involves five ele- 
ments—program, personnel, financial support or aid, financial re- 
sources, and tax burden (taxpaying ability, sacrifice, effort, and bene- 
fits). Each of these is difficult to delimit because they easily impinge 
upon other basic principles. his 

A centralized school system can make uniform financial provisions 
for public education, and can under ideal conditions come as near 
complete equalization of educational provisions as possible. Yet under 
the best conceivable administration it is not likely that all the teachers 
and other personnel employed would be equally capable, prepared, 
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skillful, and efficient. Since the teacher is the most vital element in 
an equal educational opportunity and since the individual differences 
are inevitable, no exact equalization is possible. Furthermore, although 
it is possible to provide uniform programs, curricula, and physical 
facilities in a centralized system, in reality there are likely to be ex- 
treme differences in facilities. Under the worst conditions it is pos- 
sible in a centralized system to have uniformly low educational op- 
portunities, for example, when personnel appointments are based upon 
political factors rather than merit. If such variations are possible in 
a centralized system, exact equality of opportunity is even less probable 
in a decentralized system. 

The following definitions of the equalization principle have been 
made by various writers: 


1. “Education within a democratic culture must provide for equality of 
individual opportunity in accord with inborn capacity so that an in- 
dividual will not be deprived of educational advantages because of race, 
religion, age, geographic location, physical, social, or economic condi- 
tions, and the group will not be deprived of the possible services and 
contributions of any individual.”*° 

2. “The principle of equalization or equity is not concerned with equal 
rewards or outcomes, but with equal chances or opportunity. Since this 
is admittedly an inexact area, the concern is not with exact equality, 
but rather with ‘reasonable’ equivalence.”** 

3, “It is time, therefore, that New York define the minimum permissible 
educational opportunity or foundation program in terms of the product 
of education. In other words, what is the minimum amount of educa- 
tion that should be possessed by all in order to protect the interest of 
the State. . . . If the foundation program represents the absolute mini- 
mum in the way of educational opportunity, the maximum approvable 
educational opportunity may be conceived as the program beyond the 
minimum which has for its objective the development of the individual 
to the fullest extent of his capacities.””” 

4, “Equality of opportunity is not to be considered in the absolute. There 
are practical difficulties which make it unthinkable to attempt equali- 
zation to secure identical conditions for all children and even absolute 


20 A, B. Moehlman, School Administration (1940), p. 127. 
21 A, D. Simpson, op. cit, p. 350. 
22 A, G. Grace and G. A. Moe, State Aid and School Costs (1939), pp. 252-253. 
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equity of costs to all supporters of education . . . the aim should be 
to remove the most extreme conditions. . . .” 

5. “This analysis interpreted the so-called equalization principle as the 
complete equalization of the burden of a satisfactory minimum educa- 
tional program below which no locality would be allowed to go, but 
above which any locality would be allowed to by means of its local sup- 
port. . . . “Briefly stated, a defensible minimum educational program 
for any state may be regarded as the actual program financed in the 
communities of average wealth.”** “, . . it has become a rather widely 
accepted policy to define the extent of the foundation program in terms 
of cost and to leave its nature to be dealt with as a problem of con- 
trol.” 

6. “Can moneys in the possession of the state government be so distributed 
among districts of varying fiscal ability as to establish everywhere 
equivalent schools capable of carrying out the essential purpose of ade- 
quately educating and training the childhood and youth of the state, 
and at the same time be so distributed as to make the burden of taxa- 
tion equal in all districts?” “. . . the several states themselves are the 
appropriate fiscal and administrative units in the support and conduct of 
the citizenship school which has long been held to be the corner stone 
of our polity as a self-governing State.” 

7. “Equality of educational opportunity means not an identical education 
for all children, but the provision by state or local means of at least 
certain minimum essentials in the provision of schools, their super- 
vision, and their financial support. The acceptance of education as a 
function of the state and the insistence that, in the main, certain mini- 
mum educational standards are the concern of all the people in the state 
rather than that of certain minorities, makes it incumbent upon the 
state to provide the machinery through which the principle may be ef- 
fectively realized.”” ; 

8. “The principle of equality of educational opportunity, followed to its 
logical conclusion, is found to arrive at the equivalent of a state educa- 
tional system, which requires a satisfactory state-wide minimum offer- 
23 S. H. McGuire, Trends in Principles and Practices of Equalization of Educa- 


tional Opportunity (1934), pp. 24 and 28. 
**P. R. Mott, op. cit., p. 36. 
3 Ibid, p. 52. 
2 P, R, Mort, Federal Support for Public Education (1936), p. 18. 
27 H, C. Morrison, School Revenue (1930), p. 202. 
°8 Ibid., p. 214. 
°° Mort and Reusser, op. cit, p. 99. 
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ing supported by taxes of uniform weight in relation to tax-paying 
ability throughout the state.” . . . “To carry into effect the principle 
of ‘equalization of educational opportunity’ and ‘equalization of school 
support’ as commonly understood it would be necessary (1) to es- 
tablish schools or make other arrangements sufficient to furnish the 
children in every locality within the state with equal educational oppor- 
tunities up to some prescribed minimum; (2) to raise the funds neces- 
sary for this purpose by local or state taxation adjusted in such manner 
as to bear upon the people in all localities at the same rate in relation 
to their taxpaying ability, and (3) to provide adequately either for the 
supervision and control of all the schools, or for their direct administra- 
tion, by a state department of education.”** 


At one time it was assumed that a minimum educational program 
could be defined in detail to serve as foundation for the state school 
finance system;” but the assumption has not prevailed. The first dif- 
ficulty is the very nature of democratic education—meeting individual 
and local needs. Is there one educational program adapted to all 
school populations and communities? Will a program which is 
rigidly defined promote the independence of thought and other free- 
doms characteristic of the democratic way? The second difficulty lies 
in the very nature of the educational process. Program is only one 
element: perhaps personnel is the most important factor. The range 
of possible weightings of program and personnel are wide; no one 
knows what is the best balance for a given situation. To what extent 
can central authorities define the qualifications of personnel without 
violating other principles? To what extent can central authorities de- 
fine the learning process for specific populations and specific situations? 
Furthermore, it is possible that there is not one best program but a 
range of equally good programs, any of which might guarantee a 
child a good minimum of educational opportunity. Also it must be 
remembered that an educational program must be considered as 4 
whole. If support is to be shared by both state and local authorities, 
who is going to determine the program, state authorities or local au- 
thorities? 


30 Strayer and Haig, op. cit, p. 176. 
81 Ibid., p. 174. 
See F. H. Swift and B. L. Zimmerman, State School Taxes and Their Appor- 
tionment (U. S. Bureau of Education Bulletin, No. 29, 1928). 
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Since 1920 the definition of equalization made by Strayer and Haig 
and applied by Mort has been widely adopted. The prevailing tendency 
has been to define equalization in terms of a foundation program of 
financial support to be made available to all districts. The ultimate 
objective has been to make available to all school districts the level 
of support available in districts of average wealth or the level which 
is typical of expenditure levels in a state. Although such a definition of 
equalization is not subject to objections which can be raised against 
a minimum educational program defined in detail, it does not by 
itself guarantee children an adequate program. The program must 
be accompanied by other measures as will be shown in later chap- 
ters, 

The complexities and vagaries of the equalization principle have 
been shown in the foregoing discussion. The varying emphases on 
citizenship preparation (public welfare) and individual rights to an 
equal opportunity have been brought out. The assumptions regarding 
decentralization and centralization have been implied. The range in 
definitions from identical offerings or outcomes to the mere elimina- 
tion of the worst extremes have been pointed out. The varying em- 
phases upon the equalization of educational opportunities and upon 
equalization of support have been seen. Definitions conceived in terms 


of a detailed educational program have been cited. 


IMPLICATIONS FOR EXPENDITURES 


Application of the equalization principle under the most ideal con- 
ditions would increase public school expenditures. At the very least, 
opportunities have to be leveled up to average practice, if not to an 
adequate level, and in most states average conditions would have to be 
improved if adequate opportunities are to be provided for all citizens. 


However, equalization applied under conditions of extreme decentral- 


ization becomes extremely expensive in relation to the results achieved. 


The Regents’ Inquiry in New York State found that the state “has 
perpetuated a complicated and ineffective local school district pro- 
cedure for the management of school revenues. New York cannot hope 
to attain even’ a relative equalization of educational Opportunity or 
financial support without first creating administrative units and at- 


94 Financing Public Schools in the United States 


tendance areas within which an adequate educational program equit- 
ably financed may be projected.”** 


EQUALIZATION AND ADEQUACY 


Under a decentralized governmental structure the only way to at- 
tain adequacy in public school facilities is through striking a balance 
between the adaptability principle and the equalization principle as 
shown in Part III. As in private industry, producer and consumet 
standards are the ‘determiners of the kind of education provided by 
government. Standards depend upon insights into human nature, the 
economic and social potentials of education, the needs of our society 
and the educational process, and related factors. The gradual ex- 
pansion of the knowledge and skill of educational practitioners and 
the even more gradual increase in public understanding of what 
schooling can, could, or should do in a society, nation, state, or com- 
munity have raised our standards of adequacy. States and communities 
that have been alert to recognize and realize the potentialities of 
schools, the “lighthouses,” provide the contrasts essential to dramatiz- 
ing the extreme inadequacies in American education. Although forces 
do attempt to level schooling toward the lower extremes, the pull of 
the higher standards in the long run seems to be the more potent force. 
The history of education reveals a struggle toward higher and highet 
concepts of what constitutes an adequate level of education. 


FISCAL INDEPENDENCE 


Most school districts in the United States are independent of other 
units of local government. The voters or their representatives deter- 
mine the school budget and the local tax levy for schools. In many 
cities the school systems have varying degrees of fiscal independence, 
i.e., municipal officials have some powers over the budget, the levy, 
or indebtedness, but not complete control. In some cities and in some 
states the schools are subject to almost, if not complete, control by 
municipal or other local officials. 


383 Grace and Moe, op. cit, p. 215. 
3t See E. C. Bolmeier, “Legal, Illegal, and Extra-Legal Degrees of Fiscal Depend- 
ence,” American School Board Journal CXIX (Aug., 1949), 22-24 and 68. 
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BASIS FOR THE POLICY 


The policy of fiscal independence for school government is derived 
from the concept of education as a state function in which the local 
school board is considered a state agency of local jurisdiction. There is 
no inherent right to home tule. Municipalities and school districts 
both are creations of the state with. powers which may be increased or 
diminished, ‘The units themselves may be abolished or reorganized by 
the state. In the case of school districts the state has not relinquished 
its responsibility for education but has created agencies to carry it out. 
According to Mort and Reusser, state regulations in school matters re- 
main supreme over city home-tule charters; all local school officers 
are state school officers; local school officers are responsible to all the 
people of the state; and local school agencies have the prudential re- 
sponsibility of protecting the interests of all the people in individual 
school districts.” 

That citizens and school boards must be independent of political 
controls in providing public education has become a cardinal principle 
of public education in American democracy. In general, the American 
people have been less willing to tolerate the evils of politics in the 
public school system than they have in government in general. 

The chief reasons for making the schools independent of political 
controls are these: (1) Education is more complex than all other 
governmental functions put together. Policy formulation in education 
requires the undivided attention of a board appointed specifically for 
that purpose. (2) Education is a function which requires continuity of 
policy. Seperate boards only part of which come up for election or 
appointment in any year tend to provide the needed continuity. (3) 
The education of a future generation is such a fundamental and com- 
plex life activity that educational issues should not be mixed with 
other more or less temporal local issues in an election. To mix educa- 
tional issues with other political issues often means, that decisions on 
education are influenced by decisions on wholly extraneous matters. 
(4) The most important means democracy has for correcting political 
and social evils is through education. If education is controlled by 


35 Mort and Reusser, op. cit, pp- 54 ff. 
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boards of education separate from other political units and appointed 
or elected for long terms, it usually is easier to prevent a corrupt polit- 
ical machine from using education to perpetuate itself after it has 
ceased to serve the best interests of the citizens.*° 

Other reasons advanced for political independence are: (1) “scien- 
tific instruction is independent of politics”; (2) “the humanities have 
their independent imperatives”; (3) “the teaching of controversial 
issues calls for judicial prerogatives”; (4) “preparation for citizenship 
transcends all partisan limits’; and (5) “to education is entrusted en- 
during interests and values.’ 


OBJECTIONS TO THE POLICY 


Political scientists generally oppose the principle of fiscal independ- 
ence. They hold that there should be unified local government over a 
given area with a single budget in which one demand can be weighted 
against another. The people must be the final judges of the wisdom of 
the decisions made. They hold that divided control leads to duplica- 
tion, waste, complexity, competition, and the expansion of one func- 
tion at the expense of others. They hold that education is a state re- 
sponsibility only to the extent that states help finance it. Municipal 
officials object to the type of fiscal independence which makes them 
assume responsibility for tax levies over which they have no control. 


RESOLVING THE CONFLICT 


Research has attempted to resolve the issue, but the evidence gath- 
ered to date by either educators or political scientists is not very con- 
vincing to a neutral observer, Until better evidence becomes available, 
the decision must be made in terms of realities and principles which 
seem reasonable. On the side of realism, the lack of professional 
public administration and the advance toward professional school ad- 
ministration would seem to favor not disturbing existing arrange- 
ments for fiscal independence. The fact that most school districts are 
not coterminous with other units and the fact that most local govern- 


85 See Educational Policies Commission, The Unique Function of Education in 
American Democracy (1937), pp. 101 ff. 
87 Ihid., pp. 113 ff. 
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mental units are as outmoded as schoo! districts present real obstacles 
to integration at the present time. 

Although the principles of codrdination and coöperation among 
units of government serving the same area can be accepted, certain 
other principles demand independence in school government: 

1. Education must be viewed as an indivisible whole and cannot 
be classified as state or local; there is no basis for subordinating school 
government to government that can be classified as local. 

2. The concept that education is a state function really means that 
all communities are educating future citizens of other localities and 
the type of education offered to citizens who remain in any locality af- 
fects other communities in private enterprise economy and a popular 
government. 

3. Insofar as is consistent with the foregoing principle, control and 
operational responsibility should be kept close to the people to provide 
the participation essential for the preservation of democratic govern- 
ment and to provide the freedom essential for adjustment, invention, 
ot adaptation. 

4. The exercise of local initiative in education requires fiscal inde- 
pendence and taxing power; otherwise, long-run results will be sub- 
ordinated to present fiscal or political considerations.” 


FISCAL DEPENDENCE AND GOVERNMENTAL STRUCTURE 


Where school boards are fiscally dependent upon some other agency 
of local government having power to reduce or alter the school budget, 
the school board becomes a redundant appendage of local government. 
Its function as a policy-making body is transferred to another agency 
and it becomes largely an advisory body or administrative board. Since 
its administrative functions should be delegated to professionally 
trained administrators, it is difficult under such conditions to defend 
its continued existence. The agency having fiscal authority finally de- 
termines educational policies; but since this is done indirectly, it can 
escape being held responsible. It would be far better to give the body 
having authority to control the funds of the schools the responsibility 


38 See P. R. Mort, Fiscal Policy for Public Education in the State of New York 
(1947), ch. V. 
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for determining the policies of the schools. This is the ultimate out- 
come of fiscal dependence. 


EFFECTS 


There are no significant differences in expenditure levels between 
fiscally independent and fiscally dependent systems when allowance is 
made for other factors. However, the fiscally independent systems seem 
to be somewhat more responsive to the ups and downs of the econ- 
omy.” This finding hardly justifies the fears of those who oppose fiscal 
independence. 


STATE SUPERVISION AND LOCAL RELATIONSHIPS 


The willingness of states to delegate responsibility and taxing power 
to local units and to stimulate local action and taxation for schools has 
always been tempered by a prudential principle and at times a distrust 
of local ability to exercise prudence in financial affairs. The prudential 
principle is concerned with solvency, economy, maximum returns, and 
protection of funds. States have tended to emphasize this principle in 
state and local relations. States too have retained close oversight ovet 
the educational function, its structure, management, and financing. 
As will be shown later (Parts II and III) such oversight and pruden- 
tial concern have brought into being conflicting controls and centraliz- 
ing tendencies which sometimes destroy the advantages of decentrali- 
zation without attaining the advantages of centralization. It is true 
that such tendencies grow out of extreme decentralization and unsatis- 
factory local units, but they tend to persist after local government has 
been reorganized. 

There are two classes of state fiscal controls which affect schools: 
(1) controls on total public spending which affect education either 
directly or indirectly, and (2) controls which specifically apply to 
public school expenditures. In both these classes are included restric- 
tions on state and local taxing power, budgetary review, mandatory 
legislation, state approval of expenditures, debt limits, and preaudits. 
In either class there may be restraints which shift control over educa- 


89 H.'B. Woodward, The Effect of Fiscal Control on Current School Expenditures 
(Ms., 1948), p. 23. 
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tional policies from school authorities to some other governmental 
authority. All of these except budgetary review will be taken up in 
later chapters. 


BUDGETARY REVIEW 


State budgetary review exists in many forms. First, there are provi- 
sions giving state education departments power to review local school 
budgets under certain conditions, for example, when local administra- 
tion or financing breaks down. Second, there is review of all local 
budgets by state school authorities. Third, there is review by some state 
authority other than the education department under certain specified 
conditions. Fourth, there is state review by a noneducational agency 
of all local budgets. Fifth, there are constitutional or statutory controls 
over the amount of increase in the annual budget, for example, requir- 
ing state approval of an annual tax increase in excess of a stated per- 
centage. Sixth, there is state review limited to certain budget items such 
as debt service. 

There are a number of state provisions aimed specifically at review- 
ing local school budgets. North Carolina during the depression 
(1933) gave complete control over county and city school budgets 
to a state school commission. The levying of local taxes to supplement 
state support was made difficult.“ Fifteen states have had review of 
local budgets through some state agency which has the power to 
change either the levies or the appropriations; eight have required 
state approval of the amount and purpose of bonds and loans.” In 
Delaware, North Carolina, and West Virginia city school districts 
must submit their budgets to a state agency. In Pennsylvania, second-, 
third-, and fourth-class districts must submit their budgets to the state 
education department.” In New Mexico the state school budget audi- 
tor has power to review all school levies and budgets.“ 

In other states the state review of local budgets required for all local 


40 See T. Covert, Financing Schools as a Function of State Departments of Edu- 
cation (Bulletin 1940, No. 6, Monograph No. 3, U. S. Office of Education, 1941). 

41G. D. Strayer, Jr., Centralizing Tendencies in the Administration of Public 
Education (1934), pp. 25 ff. ; 

42 R. W. Holmstedt, State Control of Public School Finance (1940), p. 25. 

48 N. B. Henty and J. C. Kerwin, Schools and City Government (1938), p. 113. 

“4 Wylie Kirkpatrick, State Supervision of Local Finance (1941), p. 61. 
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units includes school districts. In Indiana and Iowa state review is re- 
quired upon the petition of a small number of taxpayers.” Budget re- 
view for local units having fiscal difficulties is provided in Alabama, 
Indiana, Maine, New Hampshire, New Jersey, and North Carolina. 
In California, Colorado, and New Mexico increases of over 5 percent 
in expenditures or the tax levy in any one year are not permitted with- 
out state approval.” 


IMPLICATIONS OF SUCH CONTROLS 


States have extended mandates or minimum standards in educa- 
tional affairs while at the same time tightening controls on local fi- 
nance. Fiscal controls sometimes have made it impossible for local 
units to adhere to educational controls. It is also clear that every ex- 
tension of state controls decreases the necessity for the complicated ma- 
chinery of local control in education. State-wide tax limits, state con- 
trol over local budgets, or detailed state control of the educational 
program through mandatory legislation or state education-department 
regulations and examinations make school districts useless appendages. 
All the inefficiency, waste, and expense that go with local districts are 
retained without the advantages which come from local freedom and 
initiative. 


SOUND STATE AND LOCAL RELATIONSHIPS 


All states apparently believe in the superiority of local operation as 
applied to schools. Even the states with the most rigorous central con- 
trols and strongest tendencies toward centralization have retained the 
structure of local government for schools. Apparently such states have 
not intentionally substituted centralization for local control. It is 
probable that controls have been adopted piecemeal to meet specific 
pressures or crises, such as demands for reduced governmental spend- 
ing, general tax reduction, limitation of certain types of taxation, cot 
rection of an evil, improvement of services, breakdown of local gov- 
ernment, or some other problem. A control is adopted for a specific 
purpose without considering the whole structure and functioning of 


4 Ibid, 
+ W. J. Shultz, American Public Finance (2nd ed., 1938), pp. 135-136. 
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local government and relations between central and local govern- 
ment. Furthermore, controls in the past have been arbitrary and re- 
strictive. They tend to weaken local government, thereby creating a 
demand for further controls. 

The fundamental principle stressed here is that the only sound 
method of controlling education and school expenditures under de- 
centralization is to strengthen the structure, revenue system, function- 
ing, and management of local units of government. The remainder of 
this book will be devoted to a discussion of the changes and improve- 
ment which must be made in governmental structure, revenue systems, 
central fiscal policies, and local financial management to attain ade- 
quacy, efficiency, and economy in local operations. 

Until the many reforms are brought about, central oversight of local 
school operations should be limited largely to persuasive, advisory, 
and technical services aimed at the attainment of high levels of service 
and efficiency in local operations. Assistance in achieving high person- 
nel standards; provisions for pre-service and in-service preparation. of 
personnel; technical assistance available to localities in a consultative 
and advisory capacity only; and other codperative measures should be 
used. This is the position taken by the Committee on State-Local Re- 
lations of the Council of State Governments.” 


LOCAL COORDINATION AND COOPERATION 


The fact that school districts have fiscal independence does not re- 
lieve them of fiscal responsibility. School authorities must be willing 
to answer to the péople for the school tax tate. School officials should 
attend budget hearings on municipal budgets; municipal officials 
should be informed on school budgets. Both should know the new ef- 
fects of all spending, past and present, upon local taxes in any one 
year and govern their budgets accordingly. There should be avenues 
for exchanging budgetary data among all units of local government 
Serving a given area. 

Much duplication and overlapping should be eliminated. Tax ad. 
ministration and collection should be unified in one agency. There 
should be one central treasury serving a given area. Purchasing should 

47 Council of State Governments, State-Local Relations (1946), Part II. 
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be centralized, providing that purchasing is done by specifications and 
bidding, and schools can establish their own specifications. Architec- 
tural, engineering, and specialized maintenance services should be 
centralized, except that school authorities should be free to e:$tablish 


service, and many other overhead expenses should be poolec¥. 
operative arrangements should be worked out for such overla, 


control, safety, and services for out-of-school youth and adults. 


CONTROL AND THE FINANCING OF SEPARATE SCHOOLS 


The public financing of separate schools for religious grouy pS % 
races in a decentralized school system is a most expensive and wasi#ettl 
practice. The maintenance of separate schools for Negroes in 
southern states has increased overhead, duplicated plant, made im} 
sible maximum use of personnel and material, and made it imposs: 
to attain maximum educational returns for money spent. If the po 


petition leads to increased segmentation until there may be as ma 
schools in a community or a city block as there are denominatio: 
This was the condition in New York City before 1842, when the px 
icy was abandoned. Furthermote, there is no way of preventing 1 
ligious bodies from diverting school funds to other church purpos; 
indirectly. Public funds are used to erect plants whose titles are veste 
in private corporations. When a group asks public financial suppo 
for its schools, it asks for the following: 

1. The abandonment of the policy of direct democratic control ox 
education by the citizens, the citizens’ taxing themselves for sche 
under the control of individuals, corporations, churches, or sociéiți 
independent of the whole body politic. 

2. Abandonment of the policy of publicly financing only one 
school system in a community and only one school in a neighborhood; 
the citizens’ taxing themselves to support as many school systems as 
there are religious denominations or other groups which want separate 
schools. 


48 See Educational Policies Commission, Social Services and the Schools (1939)- 
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CONTROL ISSUES 


Because most of our thinking on the state is imported, much of the 
discussion of institutional relationships in the United States is based 
upon false assumptions. State, to us, means the collective will of all 
the citizens, not in the state unit alone, but in each subdivision of the 
state. The will of the citizens in any governmental unit may be that of 
the majority, but in most instances it is a compromise between a ma- 
jority and one or more minorities. Militant minorities prevent a ma- 
jority from becoming oppressive. Because citizens of the states as 
wholes have conceded a maximum of control to citizens in the various 
local governmental units, decentralized, direct, democratic control 
over education has characterized the United States. Yet much of the 
discussion of state relationships presumes a centralized superimposed 
state which imposes its authority upon the citizens. 

Direct decentralized democratic control over publicly financed edu- 
cation enables citizens to change any type of education which fails to 
meet their needs. Under democratic control, a government which fails 
to meet the needs of its citizens cannot use education to perpetuate 
itself after it has outlived its usefulness. A centralized or absolutist 
government or church, on the other hand, by controlling education can 
perpetuate itself long after it has ceased to serve the best interests of 
its citizens or members. 

If the democratic state publicly finances schools under private and 
denominational control, decentralized democratic control over educa- 
tion, as we now know it, will disappear. Under the present policy, all 
citizens in a state or a school district, no matter to what church or 
group they belong, can vote on public school matters or sit upon 
public school boards. Private schools, on the contrary, generally are 
controlled by individuals, corporations, of societies. This control may 


reside in or be exercised by individuals within or without the demo- 


cratic state or unit of government. The citizens of the state might by 
legislation impose external controls on such schools, but neither the 
majority nor the minorities in the democratic state or its subdivisions 
can ‘participate directly in the control of such schools. 

h or group is given public support for its 


Furthermore, if any chure : 
laced at a disadvantage which 


schools, other churches or groups are p. 
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they can overcome only by opening publicly financed private schools 
of their own. A church or group which opens publicly financed schools 
of its own gains the following advantages over other churches or 
groups: (a) freedom from direct democratic civil control over its 
schools; (b) the right to impose religious tests upon teachers; (c) the 
right to use censorship and propaganda to promote its doctrines; (d) 
property rights to its schools; and (e) retention of the right of mem- 
bers of the church or group to vote on public school matters, sit on 
public school boards, and teach in the public schools free from re- 
ligious tests. Members of a church or group, which does not open 
publicly financed schools of its own, cannot (a) escape direct demo- 
cratic control over education; (b) impose religious tests upon teach- 
ers; (c) use public education to indoctrinate their beliefs; (d) acquire 
any property rights in public schools; or (e) vote on publicly financed 
denominational or private school matters, sit on the boards of control 
of such schools, or teach in such schools, free from religious tests. This 
factor and competition for pupils to increase state aid would hasten the 
disintegration of democratically controlled public schools. 

If, in spite of these implications, the citizens of the democratic state 
should decide to grant financial support to private or denominational 
schools, they should protect the interests of citizens who prefer to have 
their children attend public common schools. If any group is given 
public financial aid for its schools, it should be required to relinquish 
its rights to participate in the control of public common schools and 
to teach in the public common schools. Perhaps the only practicable 
method of protecting citizens who prefer common schools under such 
circumstances would be to constitute them as a body corporate with 
powers to elect directors and employ teachers of their own choosing. 


SUMMARY 


Public school finance policy in the United States generally presumes 
governmental responsibility for education, decentralization, initiative 
and adaptability, equalization, fiscal independence for school govern- 
ment, and state oversight. Since emphasis upon any one of these con- 
cepts easily can impinge upon others, policy requires a delicate balanc- 
ing of principles. Governmental responsibility and decentralization re- 
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quire reappraisal as economic, social, and international conditions 
change. Decentralization which does not promote the national and 
state interests in education as well as the local is a policy of dubious 
value. The national and state governments cannot neglect education 
by creating a decentralized structure for its government and operation. 
They must take positive leadership. State oversight and supervision 
should help and strengthen local government, not weaken it. Ade- 
quacy of provisions is the test of federal, state, and local policy in edu- 
cation. 

Initiative and adaptability in educational matters and equalization 
efforts must be considered together. Improvement and adaptation re- 
quire operational freedom, access to resources, heterogeneity, and en- 
couragement for those who are willing to pioneer and take risks. The 
able are encouraged to move ahead—inequality is not an evil. The 
true function of the equalization principle is the leveling up of educa- 
tional opportunity without leveling down opportunities. Equalization 
is the gradual attainment of higher and higher levels of adequacy as 
the dynamic principle reveals the potentialities of schools. 

Education generally is considered a state function administered by 
state agencies of local jurisdiction independent of local government. 
This policy is not consistent with the principle of unified local govern- 
ment over a given area. Fiscal independence should be accompanied 
by fiscal responsibility and maximum coérdination and coöperation 
with local government. 

The maintenance of separate publicly financed schools increases 
overhead, precludes maximum use of plant personnel and materials, 
and duplicates services. Where government helps finance schools 
owned and operated by private corporations or groups, serious issues 
of control arise. 
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CHAPTER V 


Public School Revenue Sources 
EE Meg Oe 


Public school receipts are of two kinds—revenue receipts and non- 
revenue receipts. Revenue receipts are monies applicable to the cur- 
rent fiscal period that increase assets without increasing liabilities. 
Among revenue receipts are included: all monies received from taxes, 
other units of government, royalties, tuition, fines, penalties, gifts, 
bequests, contributions, rents, interest, fees, profits from sales, and ad- 
mission charges. Nonrevenue receipts, on the other hand, increase in- 
debtedness or reduce assets. They include all monies obtained from 
loans, bond sales, sales of property and supplies, and proceeds of in- 
surance adjustments. 

Revenue receipts also may be classified according to the govern- 
mental units from which they are derived: (1) basic or local school 
units, (2) counties, (3) states, and (4) the federal government. 
Where the county is also the basic school district, the first two become 
one. Within each unit revenue receipts may be classified as “tax” or 


“nontax.” 


TRENDS IN REVENUE SOURCES 


The long-term trends in public school revenue sources may be 
summarized as: (1) a gradual abandonment of many early nontax 
sources of revenue; (2) the growth and decline of income from pet- 
manent school funds; (3) the growth and decline of local, county, 
and state property-tax support for schools; (5) the decreasing im- 


portance of earmarked state school taxes and the spread of state gen- 
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eral-fund educational appropriations; ( 6) the growing potency of the 
federal tax structure and the provision of annual revenues for public 
schools from federal tax sources; and (7) the development of local 
or county nonproperty-taxes to supplement or reduce property taxes. 

1. Abandonment of nontax sources. Prior to 1825 public schools 
in this country frequently derived much of their revenues from non- 
tax sources with a relatively small amount of taxation.’ These earliest 
nontax sources of public school revenues included land endowments 
and rents, lotteries, gifts and bequests, rate bills, and services in lieu of 
rate bills or taxes.” 

As early as 1659 Massachusetts had made land grants to support 
grammar schools. In 1672 Connecticut adopted the same policy. Town 
land endowments were provided during the Colonial period. After the 
formation of the union, Georgia (1783) reserved lands in each 
county to support free schools. New York (1782-1786) and Mas- 
sachusetts (1788) reserved state lands for schools and the spread of 
the gospel. Pennsylvania (1779), Virginia (1784), and Kentucky 
(1798) made land grants for the support of academies.’ Such grants 
provided the precedent for later federal land grants. 

Lotteries for school support were used in the eighteenth century 
and the first part of the nineteenth century. New York, as early as 
1799, authorized lotteries for school support. Kentucky (1805- 
1808), Delaware (1810-1835), North Carolina (1814), Maryland 
(1816-1821), Mississippi and Michigan (1817), and Louisiana 
(1820) had lotteries for the support of education. This means of sup- 
port, however, was gradually outlawed by antigambling legislation 
and public opinion.* 

Before the establishment of tax-supported, free public schools, pri- 
vate gifts and bequests for schools were one source of revenue. Some- 
times the gifts were given to individual schools or communities for 
schools, e.g., Robert Bartlett left the town of New London, Connecti- 

ao F. Pittenger, An Introduction to Public School Finance (1925), p. 347. 

E.P. Cubberley, Public Education in the United States (1934), p. 117. 

3F. H. Swift, Federal and State Policies in Public School Finance in the United 


States (1931), p. 177. 
* Cubberley, op. cit, pp. 177-178. 
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cut, a bequest to support schools. Frequently they were given to so- 
cieties to establish and maintain schools. In Colonial days there was 
the Society for the Propagation of the Gospel in Foreign Parts. After 
the Revolution schools were promoted by such societies as The Amer- 
ican Sunday School Union, The New York Free School Society, The 
Philadelphia Charity-School Society, and the Infant School Societies,® 
Today gifts and bequests to public schools are uncommon. 

Rate bills or tuition charges were carried over from England and 
were used in Colonial Massachusetts and Connecticut, where they date 
back at least to 1643. The thirteen original states generally required 
parents to pay fees. In the New England states and western states 
settled by New Englanders they were used to supplement revenues 
from taxes and other sources. In many of the middle Atlantic and in 
all of the southern states, tax support was provided only for educating 
the children of paupers. Others were expected to pay for the education 
of their children, The result was that children of farmers and working- 
men with small incomes received only as much instruction annually 
as the parents could afford. Cities and villages soon abandoned this 
method of support and secured permissive legislation to abolish rate 
bills. Gradually states made it a state-wide policy. Between 1827 and 
1871 Massachusetts, Delaware, Pennsylvania, Florida, Vermont, Indi- 
ana, Ohio, Iowa, Illinois, New York, Connecticut, Rhode Island, 
Michigan, Arkansas, New Jetsey, and Utah abolished rate bills. After 
the Civil War other states gradually abolished them.° 

Among the services contributed in lieu of taxes in the early days 
were the supplying of fuel or wood, boarding the teacher, taking care 
of the fire, and making repairs to the school building. These gradually 
were abandoned for taxation as our monetary economy spread. 

The downward trend in nontax revenues has continued. By 1890 
the percentage of total revenues from this soutce stood at 13.7; in 
1930 it was 5.4 and by 1946 it had fallen to 4.6. Now over 95 percent 
of public school revenues are provided by taxation.’ 


3 Ibid, pp. 24 and 123 fi. 

£ Cakal s op. cit, pp. 198 f., and Swift, A History of Public Permanent Com- 
mon School Funds in the U. S. (1910), p. 27. 

" Statistics of State School Systems, 1945-1946, p. 28. 
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GROWTH AND DECLINE OF PERMANENT FUNDS 


Toward the closing decades of the eighteenth century and in the 
early decades of the nineteenth, it was generally believed that public 
schools could be supported by the income from permanent endow- 
ments.® These were the logical extension of the early land-grant policy 
and the support of schools through gifts and bequests. 

The first permanent state common-school fund was established in 
Connecticut in 1795, but it had its beginnings in colonial policies 
adopted in 1733 and 1750. Delaware began to build up such a fund 
in 1796. New York established its common-school fund in 1805 al- 
though it had created a literature fund as early as 1782.’ 

The Connecticut permanent school fund for a time almost fulfilled 
the purpose of such funds. By 1821 the fund provided enough income 
so that the compulsory two-mill town tax for schools was repealed. 
For a time the local tax practically disappeared. However, as popula- 
tion increased faster than income from the permanent fund, the reve- 
nues per pupil continued to decline, making it necessary to restore the 
compulsory tax in 1854. This experience proved the futility of en- 
dowments as a means of school support. 

Before the limitations of permanent funds had become recognized 
generally, other states that received no federal land grants began to 
create them: Virginia (1810), Maryland (1813), New Jersey and 
Georgia (1817), New Hampshire and Kentucky (1821), Vermoat 
and North Carolina (1825), Maine and Rhode Island (1828), Penn- 
sylvania (1831), Massachusetts (1834), Texas (1845), and West 
Virginia (1863). By 1834 all of the thirteen original states with 
the possible exception of South Carolina had accepted the perma- 
nent fund as a means of school support. 

In the remaining states permanent funds were encouraged by fed- 
eral land and money grants. The Ordinances of 1785 and 1787 pro- 
vided for the reservation of lands in the western territories for school 
support. Although Tennessee was admitted to the union in 1796, it 


8 Cubberley, op. cit, pp. 179-180. 

9 Swift, op. cit. (footnote 6), pp. 178 and 195. 

10 Ibid., p. 195. 

11 Cubberley, op. cit, p. 179, and Swift, Ibid., p. 96. 
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did not receive a federal land grant until 1806, the year it established 
its permanent fund. Ohio, admitted in 1802, was the first state to re- 
ceive its land grants, but it did not create its permanent fund until 
1837. 

The land-grant policy was extended to all western states with the 
exceptions mentioned below. However, all states were not treated 
alike under federal policies adopted at different times; some western 
and southern states received more lands than others. The original states 
and Kentucky, Maine, Vermont, and West Virginia contained no 
public lands. Texas on admission to the union retained title to its 
lands. Oklahoma was given a money grant in lieu of a land grant.” 
To the original land grants for schools the federal government later 
added grants of salt lands, internal improvement lands, and swamp 
lands. Thirty-nine states received over 154,000,000 acres of land from 
the federal government with an estimated value of mote than one 
billion dollars." 

Land grants were supplemented by federal money grants. The most 
important of the later money grants were the petcentum grants, the 
United States Deposit Fund of 1833, the Surplus Revenue Fund of 
1837, and the Distributive Fund of 1841, the returned war claims and 
taxes, the mineral royalty grants, and the federal forest-reserve income. 
Only the last two grants were specifically designated for education. 
However, the others were frequently used to create or increase perma- 
nent school funds. 

Swift estimated the potential value of the permanent endowments 
at over $2 billion. The original land area of the grants (state and 
federal ) comprised 319,500 square miles. This nearly equals the total 
area of California, Oregon, and Washington. It is about equal to the 
total area of the states bordering the Atlantic ocean.” 

Unfortunately, the endowment was lost or dissipated in many states. 
In many it exists only as a debt upon which the state pays interest out 
of current tax funds. In others, part of the fund is a state debt. In 
many states large losses have resulted from mismanagement—sales of 

1? Swift, op. cit. (footnote 3), pp. 12 f. 

1 Ibid., pp. 26 and 59. 


14 Ibid., ch. IL 
1 Ibid., pp. 59-60. 
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land below real value, improper deeds and records, bad loans, unpaid 
loans and interest, diversion, misappropriation, bank failures, defla- 
tion, and even dishonesty and fraud. Swift cites examples of losses 
ranging from about $6,000 in West Virginia and Wyoming to $6, 
000,000 in California.” 

Forty-four states in 1948 reported revenues from permanent funds 
or state indebtedness for such funds.” Georgia, Maryland, New Hamp- 
shire, and South Carolina reported no income from permanent funds. 
Alabama, Illinois, Kentucky, Louisiana, Michigan, Mississippi, Ohio, 
and ‘Tennessee acknowledge that the permanent fund is merely a state 
debt. Arkansas, Maine, and Missouri have used the funds to provide 
credit for the state. Part of the funds in other states, such as California, 
Delawate, Nevada, and Wisconsin, have have been used in this way. 

The percentage of total school revenues from permanent fund in- 
come has been declining steadily. In 1890 the percentage was small, 
only 5.5 percent. By 1920 it had decreased about 50 percent to 2.7 pet- 
cent. By 1948 the percentage had dropped to less than 1.0 percent.” 

3. Growth and decline of property tax support. The real contribu- 
tion of state permanent school funds was theit use to stimulate and 
establish local tax support for public education. Possession of the funds 
fostered state interest in education and made state responsibility for 
education the accepted policy in the United States. The funds wete 
used at first to get schools established. They provided the first stable 
source of revenues for schools and kept schools going before local tax 
support became established.” The income generally was apportioned 
in a manner that required or encouraged local property-tax support 
for schools. Before the development of state property taxes for schools 
they gave the states a means for bringing about desired improvements 
and extensions of public schooling. These improvements and exten- 
sions themselves made increased local tax support essential.” 

Massachusetts in 1647 made it mandatory for towns to establish 

16 Ibid. p. 65. 

17 National Education Association, School Finance Systems (1948). 


18 Swift, op. cit, (footnote 3), pp. 63 f. 

19 U. S. Office of Education, Statistics of State School Systems, 1 945-46, P- 28, 
and School Finance Systems (1948). 

20 Pittenger, op. cit., p. 342. 

21 See Swift, op. cit. (footnote 3), pp. 67-68. 
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and maintain schools, and in 1693 gave them power to levy taxes for 
school support. Similar laws were adopted in Colonial Connecticut 
and New Hampshire. The Connecticut Code of 1700 made local taxa- 
tion for schools compulsory. Adoption of such laws, however, did not 
bring about immediate tax support. They were not always popular 
and rate bills and other nontax means of support petsisted for a long 
time. What they did was establish the principle of taxation for the 
support of schools.” 

After the formation of the union, property taxation for schools at 
first was made permissive. In Massachusetts and Connecticut permis- 
sive laws were carried over from Colonial times. Vermont (1782), 
New Hampshire (1783), and New York (1795) adopted state-wide 
permissive laws. Other states granted taxing powers to particular cities 
or school districts, e.g., Rhode Island in 1800 gave Providence the 
power to levy school taxes. Pennsylvania, Maryland, and South Caro- 
lina conferred taxing powers on certain cities shortly after 1800. 
Optional state-wide laws were adopted in other states after 1820— 
Ohio, New Jersey, Missouri, Illinois, Rhode Island, Kentucky, Penn- 
sylvania, Iowa, Mississippi, and Indiana.” 

Where state-wide permissive laws were passed, cities tended to take 
advantage of them, but rural school districts were slow to utilize their 
taxing power for schools. Hence, with the creation of state school funds 
and state aid for schools, local property taxes were made mandatory. 
New Hampshire made local taxes compulsory in 1789, followed by 
Connecticut in 1799, Vermont (1797 and 1810), New York (1795 
and 1812), and Maine (1820). Only in New England and New York 
had compulsory local taxation for schools been established before 
1820. After 1820 the policy was gradually extended to other states: 
Ohio (1825), Massachussetts (1827), Delaware (1829), New Jersey 
(1846), and Wisconsin (1848) made school taxes mandatory. Gen- 
erally the ptovision was enforced by withholding state aid, requiring 
the tax in order to receive aid, or making it mandatory to match aid 
with an equal amount from local taxes.” 


2? Cubberley, Public Education in the United States, pp. 17 ff., and Swift, op. cit. 


(footnote 6), pol 
23 Cubberley, op. cit, pp. 181 ff. 
*4 Ibid., pp. 188-189. 
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Other state policies contributed to the growth of local property-tax 
support for schools. Until about 1875 states created local school taxing 
districts by the thousand. With the development of state educational 
authorities mandatory school laws, regulations, and standards requir- 
ing local support grew. Until 1920 there was a growing tendency to 
increase aid for special projects in which the states and later the federal 
government were interested. Since these grants generally were made 
upon a matching basis, the local property tax burden continued to in- 
crease.” 

Many states, where the county was not the basic local unit of school 
government, also imposed county property taxes to equalize educa- 
tional provisions and tax burdens among school districts, or to supple- 
ment school district taxes. After 1825 such taxes spread among the 
western states, but they never became established in the New England 
and other eastern states. In the south the county generally has been an 
important taxing unit for schools. 

Recognition of state responsibility for schools, the inequalities re- 
sulting from local taxation, the impossibility of securing enough state 
revenues from permanent funds, and the lack of interest in the very 
places where schools were most needed, caused states themselves to 
levy state school property taxes. Most states adopted or used state 
property taxes for schools after 1838. 

Local property taxes for schools have been rising in the aggregate, 
but the percentage of total revenues from this source has been de- 
creasing. Shortly after 1930 the peak was reached when over 72 per- 
cent of school revenues came from local property taxation. By 1946 
the percentage fell to about 55 and the trend has been downward 
since then.” 

The percentage of public school revenues from county property 
taxes probably reached its height about 1920, when it nearly equaled 
the percentage from all state taxes, 11.4 percent as against 13.8 pet 
cent. Since 1920 the county trend has been downward, reaching about 
5 percent in 1946 (probably lower than this now). The aggregate 
amount from this source increased until 1930, but it was reduced con- 


25 See ch. XIV. 
26 Statistics of State School Systems 1945-1946, p. 64. 
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siderably between 1930 and 1936. Since then there has been no pro- 
nounced upward trend. 

State property taxes for schools have not always been reported 
separately, but the aggregate amount of all state property taxes con- 
tinued to increase until about 1920. In 1925 thirty-two states still had 
state school property taxes and thirteen other states derived their state 
revenues in part from state property taxes. Since 1925 states have been 
abandoning state school property taxes—many states retired from any 
state property taxes, and property taxes have become insignificant in 
state tax systems. In 1948 only nine states had state property taxes for 
schools. The percentage of school revenues from state property taxes 
probably increased between 1850 and 1890. After that the trend has 
been downward, falling from nearly 17 percent in 1890 to less than 
2 percent in 1949, 

It is difficult to estimate when the peak was reached in local, county, 
and state property taxes for schools. Very probably it occurred about 
1920, when the percentage probably exceeded 87. In 1930 nearly 78 
percent of public school revenues came from local or county property 
taxes, but state property taxes probably raised only 5.6 percent. The 
percentage of school revenues from property taxes now has dropped 
to 55.0 percent or less.” 

Many factors have contributed to the falling percentage of school 
revenues derived from the property tax since 1930: (1) the break- 
down of the local property tax during the depression, (2) transfer of 
functions from local units of government to the state, (3) increased 
state and federal aid and state-collected locally shared revenues, (4) 
more property tax exemptions, (5) mew property tax limitation laws, 
(6) extension of limits upon local indebtedness, (7) fewer units of 
school government, (8) reduction in debt, and (9) the development 
of other sources of local taxes.” 

4. Rise of state school taxes. The precedents for state tax support for 
schools also had Colonial origins. State appropriations for education 
and the earmarking of state taxes for schools both date back to the 
seventeenth century. The Plymouth Colony in 1673 earmarked the 


2T See Table 4. 
?8 See ch. VI. 
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proceeds of fishing licenses for school suppott. Connecticut in 1766 
dedicated the arrears in liquor, tea, and other commodity taxes for 
schools.” 
Taster 4. Percent of Public School Revenues from Property Taxation, 
1890-1950 
(Amounts in thousands) 


Local and County* Estimated State? Total Estimated 


Year 
Amount Percent Amount Percent Amount Percent 


1890 $ 97,222 67.9 $ 23,700 16.8 $ 120,922 84.7 


1900 149,487 68.0 34,100 15.9 183,587 83.9 
1910 312,222 72.1 49,100 11.3 361,322 83.4 
1920 758,897 78.2 90,200 9.3 849,097 87.5 
1930 1,645,688 78.8 117,400 5.6 1,763,088 84.4 
1940 1,490,425 65.9 71,000 3.1 1,561,425 69.0 
1944 1,646,498 63.2 45,700 1.8 1,692,198 65.0 
1948 2,200,000 56.0 60,000 S 2,260,000 S3 
1950 2,500,000 54.0 65,000 1.4 2,565,000 55.4 


a From Statistics of State School Systems 1943-1944, p. 14. About 98 percent of these amounts 
are from tax sources. Figures, especially since 1940, include a small percentage of non- 
ptoperty local taxes. 1948 and 1950 figures are estimated. 

è Estimates based upon earmarked state school property taxes, earmarked nonproperty 
school taxes, and percent of state general fund revenues derived from property taxation. 

Very early in our history the policy of earmarking state taxes for 
schools gained precedence over state appropriations. New York 
(1795-1800), Georgia (1817), Louisiana (1819) and Rhode Island 
(1828) made appropriations for schools. However, dedicated school 
taxes were more common. Connecticut in 1774 used monies from 
liquor licenses for schools. Delaware (1796) used tavern and maf- 
riage licenses for this purpose. New York (1799) levied the first state 
property tax for schools. Maryland (1812-1813) earmarked the bank 
tax for schools, a policy that was pursued in many other states—e-$» 
New Hampshire (1821), Vermont (1825), Maine (1833), and In- 
diana (1834). New Jersey (1817) and Texas (1845) set aside one- 
tenth of all state taxes for school support. New Jersey (1829) eat 
marked taxes on insurance and corporations for schools.*° 

Until most states adopted state property taxes for schools after 1838, 
state appropriations or earmarked taxes for schools did not contribute 


29 Swift, op. cit. (footnote 6), pp. 24 and 31-32. 
30 Ibid., pp. 86 ff. 
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much to school support. Licenses on peddlers, dogs, auctions, mar- 
tiages, taverns, and other occupations had a very small yield. In 1870 
the dog tax provided about $25,000 for schools in Michigan, or less 
than 1.0 percent of total school revenues. Bank taxes and insurance 
taxes also did not prove to be revenue producers. Poll taxes fall in the 
same category. Generally the proceeds were added to the principle of 
the permanent funds along with fines, escheats, rents, forfeitures, and 
other miscellaneous sources of state revenues. Hence, they generally 
were used to stimulate local school property taxes.” 

State property taxes for schools increased the importance of the state 
as a source of school revenues, but only temporarily. The monies usu- 
ally were used to stimulate increased local taxation. Statistics for all 
states ate not available prior to 1890, but there is evidence that local 
taxes gained on state taxes in individual states between 1870 and 
1890. The percentage of school funds from state sources (mostly state 
taxes) decreased (1870 to 1890) in Arkansas (64.0 to 48.9), Mary- 
land (63.9 to 34.4), Indiana (55.3 to 25.9), Ohio (24.8 to 19.0), 
New York (24.5 to 19.8), Rhode Island (23.1 to 13.1), and Mich- 
igan (13.3 to 8.6). California (21.6 to 51.6), Connecticut (9.8 to 
19.9), Nevada (16.5 to 35.0), New Jersey (6.4 to 62.3), and Wis- 
consin (9.2 to 19.4) showed the opposite tendency 1870 to 1890. 
All of these except Nevada showed a downward trend in the relative 
importance of the state school tax after 1890, Nevada followed the 
same trend after 1920.” 

State taxation for schools had become generally accepted by 1890. 
All of the states except Vermont, Massachusetts, Iowa, Kansas, Mon- 
tana, Wyoming, Colorado, Idaho, Washington, and Oregon had some 
state taxes for public schools by that date. Although the percent of 
public school revenues from state taxes or appropriations rose slightly 
between 1890 and 1895 (18.4 to 19.6 percent), by 1920 it had 
dropped to 13.8 percent. Yet in 1920 the only states without state tax 
support for schools were Colorado, New Mexico, and Wyoming.” 

During the thirty-year period from 1890 to 1920 the policy of 


%1 Ibid., p. 87. , t 
32 Reports of the United States Commissioner of Education, 1870, p. 22; 1890, 


Ppp. 86 ff.; Statistics of State School Systems, 1943—44, pp. 14-15. 
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stimulating local school taxation through state action brought about 
drastic changes in the proportion of revenues derived from state taxes 
in many states. The percent of school revenues from state taxes or ap- 
propriations decreased over 50 percent in California, Florida, Indiana, 
Nebraska, New Mexico, North Carolina, North Dakota, Ohio, Rhode 
Island, South Carolina, South Dakota, Tennessee, and West Virginia. 
In South Carolina the percentage fell from 82.7 to 15.2 and in Ten- 
nessee from 73.1 to 18.0. Arkansas, New Jersey, New York, Texas, 
Utah, and Virginia also had large decreases. Twenty-three states in all 
showed decreases. In 1890 eleven states provided over 40 percent of 
public school revenues from state sources; by 1920 there were only 
five that did so.* 

Relatively few states began to use state taxes to reduce the burden 
upon local property taxes before 1920—e.g., Arizona, Delaware, 
Michigan, Oklahoma, and Washington. Between 1890 and 1920 the 
proportion of public school revenues supplied by state taxes or appro- 
priations in Arizona rose from 1.0 to 16.1 percent and has been rising 
steadily ever since, reaching 62.4 in 1944 (46 in 1948). In Delaware 
the percentage went from 1.9 to 33.1, mounting to 89.4 percent in 
1944 (87 in 1948). The increase in Michigan was from 8.6 to 18.7, 
exceeding 50.0 percent by 1948. Oklahoma had no state taxes for 
schools in 1890; in 1920 the state provided only 3.3 percent of school 
revenue; but by 1946 it provided 53.2 percent. Washington had no 
state school taxes in 1890, but by 1920 its percentage stood at 13.0, 
rising to 69.2 percent in 1944. Georgia, Maine, Maryland, Massachu- 
setts, Minnesota, Mississippi, Nevada, Pennsylvania, and Vermont in- 
creased substantially the proportion of school revenues from state 
taxes between 1890 and 1920, but there was a downward trend in 
these states between 1920 and 1930. 

After 1920 more states began to reverse the established policy of 
using state school funds to increase local taxation for schools. The 
percent of total school monies provided by state taxes or appropria- 
tions rose from 13.8 in 1920 to 15.8 in 1930, to 29.2 in 1940, to 31.9 
in 1944, and to over 40 percent in 1950. 


84 See ch. VIII. 
35 Ihid. 
36 See Table 5. 
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The development of state tax support for schools followed the 
gtowth of state tax systems. Until 1920 the state unit was a relatively 
unimportant taxing unit compared with local government. In 1919 
state tax collections amounted to only one-fourth of local tax collec- 
tions. By 1936 state collections reached 50.0 percent of local collec- 
tions. By 1944 state tax collections almost equaled local collections. 
By 1945 state tax collections were exceeding local collections.” 


Tasre 5. Trends in State School Taxes and Appropriations for Public Schools, 


1890-1950! 
Percentiol Percent of In- 
Year Amount ee School Spee R 
evenues Decade 

1890 $ 26,345,323 18.4% — 
1900 37,886,740 17.2 44.1% 
1910 64,604,701 14.9 70.7 
1920 134,278,753 13.8 107.9 
1930 329,312,434 15.8 145.5 
1940 658,893,264 29.2 100.3 
1944 831,968,626 31.9 PT 
1948 1,558,000,000 41.0 — 
1949 1,700,000,000 42.0 — 
1950 2,000,000,000 43.0 203.5 


a Statistics of State School Systems, 1943-1944, pp. 14-15. 1948-1949 figures based upon state 
appropriations and estimated local revenues. 1950 figures are preliminary. 


The breakdown of the local property tax during the depression 
forced most states to assume a larger share of the tax burden for 
schools. States that imposed limits upon local property taxes or granted 
homestead exemptions were forced to provide replacement revenues. 
Other states enacted new state-aid laws for schools or liberalized the 
grants already being made. Between 1930 and 1940 the percent of 
school revenues from state taxes almost doubled.” 

Inflation accompanying the war brought about further increases in 
state tax support. The yield of the newer state taxes on incomes, gen- 
eral sales, selected commodities, and business increased with rising in- 
comes. Rent ceilings, tax limits, and increased property-tax exemptions 
added to the traditional slowness of the property tax to adjust to new 


87 See ch. VIII. 
38 See Table 5. 
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price levels. Between 1940 and 1950 state taxes for schools increased 
over 200 percent.” 

The practice of dedicating certain state taxes for schools arose from 
the desire to keep the schools free from politics, and from the high 
degree of independence from other units of government given school 
government in most states. The rise of state education departments, 
the mismanagement of permanent funds by politicians, the lack of 
continuity in educational policy from legislature to legislature, the 
desire for stable state school funds, political state administrations, and 
corrupt politics caused school authorities and interested citizens to de- 
mand the extension of “earmarked” state taxes for schools. When it 
became obvious that decentralized local tax support was resulting in 
extreme inequalities in educational provisions and tax burdens and 
that the income from permanent funds would not suffice to correct 
inequalities, state and county school property taxes earmarked for edu- 
cation were advocated.” 

With the development of new sources of state tax revenues another 
reason for earmarking certain taxes for schools took on significance. 
Associating schools with the new taxes was one way of making them 
acceptable politically. Income taxes, inheritance taxes, business taxes, 
sales taxes, severance taxes, and others were sold upon this basis. Most 
states at some time have relied upon earmarked taxes for most state 
school revenues. 

Since 1933 the trend has been away from earmarked state school 
taxes. New taxes adopted after that date generally have not been dedi- 
cated in part to schools. The number of states with earmarked state 
school taxes has declined. In 1948 only ten states continued to get 
most of their state school revenues from earmarked tax sources.“ 

This reversal in trend has resulted from many factors: (1) the 
abandonment of state property taxes, (2) the severe reductions in ear- 
marked tax yields during the depression, (3) the improvement of 
state budgetary practices, (4) the improvement of state administra- 


tion, (5) the spread of equalization aid and predictable amounts of 
39 Ibid. 
40 See ch. VIII. 
41 Ibid, 
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state aid for schools, and (6) the abandonment of earmarked taxes 
for other purposes. 

5. Federal taxation and school support. The federal government 
has replaced local and state government as the dominant taxing unit 
in the United States. During the nineteenth century the national gov- 
ernment derived most of its revenues from customs and excises and its 
tax revenues averaged less than 50 percent of local tax revenues be- 
tween 1890 and 1918. The adoption of the corporation excise in 
1909, the income tax in 1913, and the estate tax in 1916 changed its 
traditional fiscal position. Between 1918 and 1924 federal tax collec- 
tions equaled or exceeded local collections. Since 1936 the federal 
government has been the most potent taxing unit. During the war 
years federal taxes were seven to eight times local or state taxes. In 
1948 they were still about five times as great.” 

The expansion of the federal tax system has been accompanied by 
annual appropriations for schools from federal revenues, but the 
amounts have been small compared with the rise in federal tax collec- 
tions and federal aid to states for other purposes. Under the Smith- 
Hughes Act passed in 1917 the national government provided its first 
annual appropriation for public schools, earmarked for vocational edu- 
cation. This amounted to $1.7 million, or about 2 percent of total pub- 
lic school revenues. In 1948 the appropriation for this purpose was 
about $25,000,000, or less than 1.0 percent of school revenues.” 

The regular appropriations have been supplemented by temporary 
or emergency funds for public schools since 1933. Such funds were 
used during the depression to keep schools open in certain areas, to 
maintain adult education classes and nursery schools, to build school 
buildings, and to provide recreation programs. In 1940 funds were 
made available for defense training and under the Lanham Act 
(1941) assistance was provided for buildings, preschool facilities, 
maintenance and operation of schools and extension of services in 
war-affected areas. Appropriations for school lunches began in 1943. 

Available statistics do not show the full extent that federal emer- 


* See ch. IX. 
* See Table 6. 
4 Ibid. 
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gency appropriations have contributed to public school revenues. In 
1936, for example, only $9,850,000 of school revenues is reported 
from federal sources. This probably includes only the regular appro- 
ptiation for vocational education as shown in Table 6. In 1944 only 
$35,886,000 from federal sources is reported; the appropriation for 
vocational education amounted to $21,768,000, leaving only about 
$14,000,000 of emergency assistance reported. Yet, the emergency 
aid, including Lanham funds for current expenses, probably exceeded 
$125 million that year. It is true that not all of these funds went to 
public schools, but they must have received close to $100 million.” 

Total federal appropriations for public schools in the states prob- 
ably have averaged over $100 million a year from 1936 to 1946. 
From 1934 to 1940 most of these monies were provided for public 
school building construction. Between 1942 and 1946 over $100 mil- 
lion a year was provided for current expenses, the appropriations for 
defense training being the largest, with the school-lunch appropria- 
tions exceeding the vocational funds after 1943. The percent of public 
school revenues (excluding appropriations for buildings) derived 
from federal sources probably reached its highest point in 1942 or 
1944. During these years the federal appropriations must have been 
close to 5.0 percent of total public school revenues.“ The $300 mil- 
lion of general federal aid proposed in 1949 would bring the total to 
neatly $400 million or nearly 10 percent of total school revenues. 

6. Locally administered nonproperty taxes. The latest development 
in public school finance is the use of new local nonproperty taxes. 
The growth of suburbs, property valuation losses resulting therefrom, 
property tax limits, property tax exemptions, and the already heavy 
property tax forced some cities during the depression to seek new taxes 
to meet relief costs. Inflation accentuated their fiscal difficulties and 
the adoption of new local taxes became widespread. Cities began to 
adopt taxes that formerly had been left to the states.“ 

Since 1940 hundreds of cities have adopted new local taxes. On the 
west coast, city sales taxes have become common. In the southern 


states, city business licenses have become general. All over the countty 
45 See Table 6. 
46 Ihid. 
47 See ch. VII. 
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the number of cities levying taxes on liquor, tobacco, gasoline, public 
utilities, admissions, pinball machines, business, occupations, horse 
racing, automobiles, juke boxes, hotel rooms, meals in restaurants, 
vending machines, and luxury taxes has been increasing. Although the 
new local taxes generally have been confined to cities, Pennsylvania 
(1947) authorized school systems to levy nonproperty taxes and New 
York State (1947) authorized counties to levy a number of local 
taxes for educational purposes. 

Where school districts are independent of municipalities the new 
local taxes have not benefited them directly. However, in such fiscally 


Taste 6. Amount and Percent of Total Public School Revenues Reported from 
Federal Sources Compared with Federal Appropriations for Schools, 1920-1950 


(Amounts in thousands) 


Regular sie 
Federal Revenues eine Emergenc Appropriations 
for Apptopriations Aas cee oe chool 
Year Public Schoolse or Public for Schoolse Buildings? 
Schools? 

Amount Percent Amount Amount Amount 
1920 EPIC TT N A aki Be ere 
1930 7,334 0.4 Ti SI, — 
1934 21,548 1:2 7,458 16,050 35,413 
1936 9,850 0.5 10,387 30,300° 183,957 
1938 26,599 Li 21,776 34,529 90,174 
1940 39,810 1.7 21,776 35,805 55,4289 
1942 34,305 1.4 21,768 118,490 25,8472 
1944 35,886 1.4 21,768 93,122 =i 
1946 41,378 1.4 21,768 121,282/ —? 
1950 — — 25,000 60,000/ = 


a As reported in Statistics of State School Systems. 
b As rediad in U. S. Office Leaflets—No. 45, 1935; No. 30, 1938; No. 61, 1941; No. 70, 


1944; No. 76, 1945; No. 77, 1946; and No. 79, 1948. Appropriation for vocational educa- 
tion. Does not include royalties, national forest sales, or land grants. 

° Same source as : 

4 Same source as è. k 

2 i i from Heer, Federal Aid and the Tax Problem, p. 21. 
No daa te ee oe amount allocated for educational proj- 


Thi for 1936 to 1940 are the amoun 
This Agate AOE AT Gat d which were under the o of public schools. The figures 


1942 to 1946 include deferred training and school lunches largely under public auspices, 
but not entirely. 
Í Lanham funds included for 1946 only. 


g include colleges. raed 
A aig oar fe T942. $13,358,687 of Lanham funds were used for school facilities 


in war-affected areas. Nn 
* Apparently no Lanham funds were used for construction in 1946. 


7 Estimated. 
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independent school districts the new local taxes probably have given 
the schools more property tax leeway. In certain fiscally dependent 
school districts where schools are supported by appropriations, such 
taxes now constitute a large part of local tax revenues. 


CURRENT AND FUTURE SOURCES“ 


Public schools are approaching 100-percent support from taxation. 
The local property tax still provides over half of total school district 
revenues. New local, nonproperty taxes will reduce this percentage 
somewhat, especially in cities. The local property tax will continue to 
be an important source of revenue for schools, but both the tax and 
its administration can be improved. States now provide on the average 
over 40.0 percent of public school revenues almost entirely from non- 
property taxes. It is probable that the trend toward increased state 
support will continue. State tax systems and tax administration, how- 
ever, in most states are in need of reform. Lack of fiscal capacity in 
some states, interstate competition, and heavy federal taxes limit what 
states can do. The schools eventually must rely more upon the federal 
tax structure and revenue system for part of their revenues. Federal- 
state and interstate tax coérdination and coöperation are essential. 


NONTAX SOURCES 


The only states continuing to detive over 5.0 percent of their total 
school revenues from nontax sources with few exceptions are the 
states with large land grants or permanent endowments such as Mon- 
tana, North Dakota, South Dakota, and Wyoming. Population growth, 
lower interest rates, the decreasing value of the dollar, and higher ex- 
penditures will reduce the importance of permanent fund income even 
in these states. Today the annual expenditures for public schools gen- 
erally exceed the original value of endowments. Probably the best use 
that can be made of such endowments today is to use the capital to 
make loans to school districts for school building construction and to 
use the income to help finance the contribution of the state toward 
Capital outlays. 


48 See National Education Association, Research Division, State Legislation Af- 
RE School Revenues, 1944-1948 (Research Bulletin, Vol. XXVII, No- 3, 
1949). 
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Other sources of nontax revenues also are not likely to increase in 
importance. Nonresident tuition is disappearing with the creation of 
larger units of school government and the extension of state aid. In- 
terest rates continue to remain at a low level. Service charges violate 
the free-school principle and tend to disappear. Gifts or bequests are 
very uncommon today. 


LOCAL PROPERTY TAXES 


In all of the New England states the town or city property tax con- 
tinues to be the main source of school revenues. Yet, all of them have 
increased state tax support recently. Industrialization eventually will 
force a shift of more of the tax burden to state sources if public schools 
are not to deteriorate in these states. Connecticut, Massachusetts, and 
Rhode Island are among the states with the highest ability to pay state 
taxes. Maine, New Hampshire, and Vermont can increase state effort, 
but they may need help from the federal tax system. Illinois and New 
Jersey are the only other industrial states that still support schools 
largely by school district or city property taxes. However, New York 
and Pennsylvania still lean toward predominantly local tax support. 
All have the ability to shift a substantial part of the burden to state 
taxes. The same condition prevails in certain mining states—Colorado, 
Idaho, Montana, and Wyoming. Colorado, Montana, and Wyoming 
are above the average in taxpaying capacity and can provide substan- 
tial state support for schools. Idaho has below-average fiscal ability, 
but should be able to equal the effort of the state government in 
Arizona, New Mexico, or Utah, which do not rank high in fiscal 
ability. 

The heavy reliance upon county and local property taxes in certain 
agricultural states, namely, Iowa, Kansas, Nebraska, North Dakota, 
Oregon, South Dakota, and Wisconsin, is to be expected. The property 
tax is best suited to rural economy. In recent years Oregon and Wis- 
consin have tanked above average in fiscal capacity and can shift more 
of the tax burden to nonproperty taxes. All of the others are around 
average in taxpaying ability, and they can shift more of the burden to 
state sources as the southern states have done. However, like the south, 
they may at times require substantial assistance from federal taxes to 
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provide a defensible program of education. They often rank among 
the states least able to provide tax support for schools. 

The property tax is the only tax with a large yield which school 
districts are authorized to levy in most states. It is probable that this 
long-established, stable tax base will continue for many decades to fi- 
nance local initiative. This purpose cannot be fulfilled if there is no 
leeway under the tax. Through state aid, transfers, local nonproperty 
taxes, and shared taxes, states must relieve the property-tax burden if 
home rule in education is to be preserved. Its yield can be enhanced. 

The property tax can be improved; it is far from perfect. The gen- 
etal property tax in particular is hard to defend in theory. Property 
taxes generally are not well administered. In some areas property-tax 
reform could increase its yield; in most districts it would bring about 
more justice or equity in the tax burden. Creation of larger local taxing 
units with less overlapping not only would make possible needed re- 
forms, but it would enhance the taxing strength of local government. 
Among the important reforms that should be brought about are: (1). 
a certain degree of economic classification of property, particularly in 
relation to intangible and tangible personal property; (2) improve- 
ment of assessments and the review of assessments; (3) modification 
‘or elimination of many exemptions granted to special interests, and 
(4) modernizing collection procedures. 


‘STATE TAXES 


Half the states soon will be providing the bulk of public school 
revenues from state taxation. Alabama, Arizona, Arkansas, California, 
Delaware, Florida, Georgia, Indiana, Kentucky, Louisiana, Maryland, 
Michigan, Mississippi, New Mexico, North Carolina, Ohio, Oklahoma, 
South Carolina, Tennessee, Texas, Utah, Virginia, Washington, and 
West Virginia have or are close to this percentage now. 

It is probable that the trend toward increased state taxes for schools 
will continue, but there are limitations to be overcome: (1) the heavy 
federal income tax in recent years has retarded the development of 
state income taxes, forced reductions in some states, and brought about 
the repeal of income taxes in a few states; (2) the federal government 
thas been making steady inroads into the taxation of specific articles of 
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consumption, thereby limiting what states can do; (3) interstate com- 
petition in business and mobility of population has prevented the de- 
velopment of sound tax systems in many states and prevents the maxi- 
mum utilization of existing taxes; (A) the general sales tax which the 
federal government has not usurped is being adopted by local units of 
government; (5) the tax systems in most states have developed piece- 
meal, reflecting political expediency, economic interests and competi- 
tion, and nonfiscal objectives; (6) the lack of uniformity in and cha- 
otic pattern of state taxes upon business restricts interstate commerce; 
(7) constitutional provisions often retard reform; and (8) state tax 
administration and research often has not kept up with the tax system. 

Among the major reforms to be brought about in state taxation are: 
(1) the abolishing of remaining state property taxes, (2) federal, 
state, and local unit tax codrdination, (3) interstate codperation and 
uniformity to reduce evasion and promote interstate commerce, and 
(4) improvements in state tax administration and research. 

General fund appropriations for public schools probably will con- 
tinue to replace dedicated state school taxes. This will make schools 
dependent upon the state revenue system as a whole and should in- 
crease the stability of state school support. Of course, this depends in 
part upon the method of state school finance. The important consid- 
eration is a definite guarantee which school districts can predict in ad- 
vance and budget. With such a guarantee to supplement the yield of 
earmarked school taxes from the general fund, one of the chief limita- 
tions of earmarking is removed. On the other hand, the loss of ear- 
marked taxes probably will deprive schools of a flexible revenue 
source to meet inflation. Since the local property tax is slow to adjust 
to higher price levels, state appropriations must be made more flexible. 
Increased state appropriations for schools since 1940 indicate a recog- 
nition of this need. Unfortunately, not all states have done so. 


FEDERAL TAXES 

National concetn over the maintenance of reasonable educational 
levels in all states and the lack of fiscal capacity to support a reason- 
able minimum educational program in many states will bring about 
greater reliance upon the federal tax structure for school revenues. 
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The fact is that many state taxes, because they indirectly enter into the 
cost of goods sold in interstate commetce, are shifted to other states. 
Most states now are helping to support schools in states like Delaware, 
Michigan, and New York. Although all states contribute to our econ- 
omy, taxable resources frequently are concentrated in strategically lo- 
cated centers. Many states cannot tax income to which the state has 
contributed. Others rank low on any measures of taxpaying capacity, 
yet they make the greatest tax effort to support inadequate school 
programs. 

The growth of federal taxation has had serious effects upon state 
and local taxation for schools. Heavy federal taxation upon incomes, 
business, and consumption items has increased resistance to these taxes 
on the state level. Some states have been forced to repeal their income 


taxes, others have reduced them, and states without them have been , 


reluctant to adopt them. Taxes on liquor, tobacco, admissions, motor 
fuel, and other commodities have been restricted by federal excises. 
Furthermore, increased federal taxes upon consumption have shifted 
a heavier federal tax burden upon the states with the least fiscal capac- 
ity to support schools by their own effort. The field of business taxa- 
tion has been usurped largely by the federal government. The only 
major state tax source not taken over by the federal unit is the general 
sales tax. Although it has not used this tax or the property tax, now 
left largely to local government, the total tax burden resulting from 
heavy federal taxes has made it difficult to secure increases in state of 
local tax revenues for schools. 

A shift of a larger part of the burden of school support to the fed- 
etal tax system would have many tax advantages: (1) The federal 
government is able to reach concentrations of ability to pay taxes; (2) 
The federal government is in a position to enforce its taxes far better 
than individual states; (3) The drawback of interstate competition 
and migration is eliminated; (4) The federal government is not lim- 
ited as the states are in taxation by the federal constitution; (5) The 
administration of many taxes by the federal government reduces col- 
lection costs, inconvenience, and evasion; (6) The federal tax system 
conforms to the ability to pay principle more than state or local tax 
systems; (7) The federal government is in a better position to adjust 
its tax system to economic considerations; (8) The economic burdens 
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upon interstate commerce will be equalized by substituting a uniform 
system of federal taxes for the present hodgepodge of business taxes in 
the various states. 


NEW LOCAL TAXES 


It is difficult to predict what will happen to new, nonproperty local 
taxes. It is probable that the movement will spread until its weak- 
nesses become serious. Intercommunity competition and avoidance 
through migration will hamper local governments. The high cost and 
inefficiency of local administration will prove to be a serious drawback. 
State-local tax conflicts will increase. Small units of government and 
rural areas will find the new taxes impractical. Inequalities in school 
services and tax burdens will increase. Communities that happen to be 
centers of economic activity will continue to be favored at the expense 
of contributing communities. It probably will be found that many of 
these new taxes should be reserved to the states or the largest units of 
local government. 

The ultimate solution to the local tax burden probably will involve 
further transfers of functions to the states. Where it is desirable to re- 
tain a high degree of home rule over certain functions, increased state 
collected-locally shared taxes and grants-in-aid will be necessary. Only 
these steps will reduce the local tax burden so that home rule can be 
exercised, : 

It is entirely possible that some among the states of Alabama, Dela- 
ware, Louisiana, New Mexico, North Carolina, South Carolina, and 
Washington are not placing enough stress on local support. Some of 
‘these—North Carolina and Washington in particular—also have 
placed unreasonable restrictions upon local property taxes. They 
should modify these as North Carolina did in 1949, and rehabilitate 
the property tax for local government. Most of the group, except Dela- 
ware, have county school support. Certainly counties can administer 


certain local nonproperty taxes for schools. 


SUMMARY 
Public school revenue trends are characterized by (1) decreased 
dependence upon nontax sources, particularly permanent fund in- 
come; (2) abandonment of state and county property taxes; (3) in- 
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creased local property taxes, though these are becoming less important 
in the total; (4) greatly expanded state tax support which is becom- 
ing more important in the total; (5) substitution of general-fund 
state appropriations for earmarked state school taxes; (6) growth in 
emergency federal appropriations for schools with the regular appro- 
priation continuing to provide a minor part of the total; and (7) de- 
velopment of local nonproperty taxes in some states. 

Permanent fund income failed to become a major source of school 
support. Its major contribution has been to establish local and state 
tax support for schools. The state school property taxes were used to 
stimulate local taxation. Both the permanent funds and state school 
property taxes provided the precedents and principles underlying mod- 
ern state school-support programs. Although the breakdown of the 
local property tax during the depression of the thirties shifted the em- 
phasis in state support from stimulation to local tax relief, policy is 
again shifting toward strengthening local tax support. At the same 
time, the percent of public school revenues derived from state tax 
sources continues to rise (over 40 percent of the total in 1950). 

It is probable that present trends will continue with the following 
exceptions: (1) The emphasis upon property tax relief should be re- 
placed by efforts to rehabilitate the tax as a stable source of local reve- 
nues for schools; (2) Arbitrary restrictions upon local taxing power 
should be removed; (3) States must codperate to avoid competition 
and evasion in taxation, thereby reducing dependence upon federal 
taxation for state and local functions; (4) Federal-state tax coördina- 
tion must be achieved with enough federal school support to assure 4 
defensible level of education in all states. 
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Local Property Taxes for Schools 


Before discussing the property tax as a source of public school reve- 
nues, it is necessary to define the tax. The general property tax is a 
“tax upon all wealth, tangible and intangible, which possesses ex- 
change value.” It is levied at a uniform rate upon all property ina 
taxing jurisdiction according to an equitable (uniform) assessed valu- 
ation placed upon the property by the official assessors of the juris- 
diction. Thus, it is called an ad valorem tax. In the United States it 
generally is a tax levied upon property in rem; it generally is an im- 
personal direct tax. 

In actual practice the tax is not as broad nor as uniform nor as 
equitable as definition would imply. Real estate is not as apt to escape 
the assessment rolls as personal property, but some real property may 
not be assessed; and all real property is seldom assessed according to 
uniform standards or percentages of full value. Personal property, es- 
pecially intangibles such as stocks and bonds, often is not assessed at 
all or is assessed at a lower percentage of full value than real property. 
In some states, actual practices are legalized by levying the tax on teal 
property only, e.g., in New York. In other states, certain classes of real 
or personal property, e.g., household goods, are exempted. In other 
states, real or personal property is classified and different classes as- 
sessed or taxed at varying tates. 

In this chapter general property taxes, teal property taxes (on land, 
resources, or improvements), classified property taxes (tangible or in- 

1H. M. Groves, Financing nla O P- IT. 
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tangible), all will be referred to as property taxes whenever all prop- 
erty within a given classification is taxed at a uniform rate according 
to an assessed valuation within any given tax jurisdiction. 

Public school authorities use about a third of public revenues ob- 
tained through property taxation. The property tax base is well suited 
for small units of school government. Unless this tax is improved, 
many of the advantages inherent in local school government will be 
lost. Those interested in public schools therefore have a vital interest 
in property tax reform. Weaknesses of property taxation or its admin- 
istration may deprive schools of adequate support for decades. Inequi- 
ties or injustices in the tax ultimately may foster attitudes inimical to 
public education, Too frequently public school officials accept the ex- 
isting system of property taxation as a matter of tradition. Little 
thought is given to theoretical or administrative limitations or possible 
improvements, School authorities are obligated to understand the the- 
ory of the property tax, its strengths and weaknesses, its place in the 
total public revenue system, the major modifications which should be 
made in the tax, the relation of property tax reforms to home rule, and 
the potentialities and limitations of the tax as a source of public school 
revenues, 


PROPERTY TAX TRENDS 


The property tax is a large revenue producer which could not be 
replaced very easily. Except during the depression (1930-1935 ), the 
amount from the property tax has been mounting, but the tax is de- 
creasing in fiscal importance, particularly on the state level. From 
1860 to 1932 the total increased from $94 million to over $4.5 bil- 
lion.’ After the depression, property tax collections increased to pre- 
depression levels. Since the last war they have been rising again, reach- 
ing an estimated total of $6.1 billion in 1948. Property taxes fot 
schools followed the same general trend.? 

The general rise in property taxes has resulted from many causes, 
including the growth of population, growth of cities and suburban 
areas, the resulting expansion of services of local government, manda- 


2J. P. Jensen, Property Taxation in the United States (1931), p. 3; and U. $. 
Bureau of Census, Financial Statistics, 1932. 
3 See Table 7. 
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tory legislation, demands for new services, higher standards of service, 
mounting debt, the growth of overlapping local units of government, 
and rising price levels and values. These same causes account for ris- 
ing school taxes upon property, but certain state policies fostered 
growth: states made local and county school taxation compulsory, 
used state aid as a means for stimulating increased local school prop- 
erty taxation, passed mandatory school laws which increased local 
taxes, and created large numbers of school taxing districts. 


Taste 7. Property Taxes in the United States, 1902-1948 


(Amounts in millions) 


States Subdivisions (AI) School Districts: 
Percent Percent Percent 
Ken Property of Total Property of Total aay of Total 
Taxes Revenues axes Revenues axes Revenues 
1902 $ 82 43.7% $ 624 a $ = 
1912 140 38.2 1177 ah a liad, 
1922 348 — 2973 Ea 733 or 
1932 323 13.4 4361 83.1% 1231 81.2% 
1942 271 4.4 4322 61.5 1079 60.0 
1948 282 3.6 58007 56.04 1500? 54.04 


a Source: U. S. Bureau of Census, Financial Statistics, 1902-1942. 

t Data not available. Y P 

e Where these are separate from the county, city, or other unit of government. 
d 1948 local property taxes estimated by Census Bureau. 


The property tax has become less important in state and local reve- 
nue systems. From a major source of state revenue prior to 1900 it has 
dropped to a minor source at the present time (3.6%). It also has 
become a less important source of local revenue, although it still te- 
mains as the major revenue producer for local governments, including 
school districts. In 1932 the property tax supplied 83.1 percent of the 
revenues of all units of local government and 81.2 percent of school 
district revenues. In 1942 it provided only 61.5 percent of the reve- 
nues for all local government and 60 percent of the revenues of sgiol 
districts. By 1948 both these percentages had decreased still further. 

The decreasing importance of the property tax in state and local 
revenue systems in recent years is the result of states abandoning or 
decreasing state and county taxes, transferring functions like roads to 


+ Ibid. 
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state units, increasing federal and state subventions or shared taxes, 
extending tax exemptions, tax limits and debt limits, reducing the 
number of overlapping tax units, and finding new local sources of tax 
revenues. 

Property taxes are still the major source of public school revenues, 
generally providing over 50 percent of total receipts. Even in states 
which have large fund state school aid programs like New York, there 
are school districts which derive over 90 percent of their revenues 
from local property taxation. In Nebraska almost all school support is 
still derived from local property taxes. In Connecticut, Illinois, Iowa, 
Massachusetts, New Jersey, Rhode Island, and Wisconsin over 75 pet- 
cent of school revenues are obtained from local property taxes 
(1948). At least twenty-nine states got over 50 percent from this 
source (state, county, or local) in 1947—1948. Moreover, the property 
tax is still the only major source of local tax revenues in most school 
districts. Between 1910 and 1920, over 98 percent of local tax reve- 
nues of schools were derived from this source.’ In 1942 school dis- 
tricts received 99 percent of their local tax revenues from the property 
tax base. In 1948 local revenues derived largely from property taxes 
accounted for an estimated $2.2 million of public school revenues of 
about 56 percent.’ 


GROWTH OF SCHOOL PROPERTY TAXES 


For over a century (1782 to about 1920), states adopted policies 
which stimulated and increased local property taxation for schools: 
state aid to increase local taxation, creation of large numbers of school 
taxing districts, adoption of county school taxes, and mandatory te 
quirements which increased the local tax burden. During this period 
states also increased the total property tax burden by using state prop- 
erty taxes to supplement state aid for schools previously derived from 
the sale of school lands or income from permanent funds. 


COUNTY PROPERTY TAXES FOR SCHOOLS 


Prior to 1920 the imposition of and increase in county school taxes 


contributed to the rising property tax burden in about half the states 
5 W. R. Burgess, Trends of School Costs (1920), pp. 134 f. 
® Statistical Abstract of the United States, 1944-45, p. 310. 
Gh. Y. 
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Such county school taxes substantially contributed to the property tax 
burden in at least a fourth of the states. Where the county is the basic 
taxing unit for schools, county property taxes are the local taxes for 
schools. In West Virginia the county is the local school taxing unit. 
The county is the major local taxing unit in Alabama, Florida, Geor- 
gia, Louisiana, Maryland, New Mexico, North Carolina, Tennessee, 
and Virginia. 

In states where the school district, town, of municipality is the basic 


unit for school government, county taxes are levied to supplement 


local property taxes or to equalize educational provisions and tax bur- 


dens within counties. This policy was not followed in the New Eng- 


land or the eastern states with the exception of New Jersey, where an 


optional county property school tax was adopted in 1821. Although 


Mississippi and South Carolina are not strictly county-unit states, they 
have followed the traditional southern policy of utilizing county prop- 
erty tax support. In the western states county taxes of this kind date 
back to at least 1825, when Ohio adopted one. Among the western 
states that have at one time derived a substantial part of school reve- 
nues (sometimes over 50 percent) from county property taxes are 
Arizona, California, Colorado, Idaho, Montana, Nevada, Ohio, Ore- 
gon, Washington, and Wyoming. They also have been used in Arkan- 
sas, Iowa, Kansas, Minnesota, Missouri, Nebraska, North Dakota, 
Oklahoma, South Dakota, Texas, and Wisconsin. Over half the states 
have had county property taxes as well as local property taxes for 
schools.’ Arkansas, California, Ohio, and South Dakota no longer have 
any county property taxes for schools. At least fifteen other states have 
no county school property taxes. It is a very minor source of school 
revenues today in Iowa, Nebraska, Oregon, Texas, and Washington. 


STATE SCHOOL PROPERTY TAXES 

The failure of income from permanent funds to match population 
growth and educational expansion, the inability of weak districts to 
finance state mandates through property taxation, and extreme in- 
equalities in educational provisions resulting from extreme decentrali- 


zation caused states to adopt state school taxes (generally upon prop- 
8 F, H. Swift, State Policies in Public School Finance (U. S. Bureau of Education, 
Bulletin No. 6, 1922), p- 4; and Statistics of State School Systems, 1917-1918. 


° Ibid. 
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erty). Ohio adopted such a tax in 1838, followed by Kentucky and 
Michigan (1850), New York (1851), Indiana and California 
(1852), Alabama (1854), and Illinois (1855). By 1925 all states 
had some state taxation for school support, thirty-two having dedi- 
cated state property taxes for schools. Connecticut, Georgia, Iowa, 
Kansas, Massachusetts, Mississippi, Missouri, Nebraska, New York, 
North Dakota, Rhode Island, South Carolina, and South Dakota had 
no special property tax for schools, but paid out school monies from 
funds derived in part from state property taxes. Only California, North 
Carolina, and Pennsylvania had no state general property tax support 
for schools in 1925 (but property taxes of some kind were still part 
of the state revenue system). In 1925 the property tax provided the 
major part of state school revenues in at least a third of the states.” 


DECLINE OF STATE AND COUNTY SCHOOL PROPERTY TAXES 


The property tax has been declining as a source of state school reve- 
nues. Illinois and Connecticut repealed their school property taxes 
before 1875, but they continued to levy a state property tax which was 
used in whole or in part for school appropriations. New York (1901), 
California (1911), and North Carolina (1921) repealed their school 
property taxes, but continued the state property tax for the general fund 
from which school appropriations were made. Nebraska repealed its 
State property tax for schools in 1907 but failed to provide replace- 
ment revenues so there was no real relief for property taxation. Since 
1925 the trend has been toward abolishing state school property taxes, 
the number of states with dedicated property taxes for schools drop- 
ping from thirty-two in 1925" to nine in 1948. These include Ale 
bama, Indiana, Louisiana, Nevada, New Hampshire, New Mexico, 
Tennessee, Texas, and Utah. The New Hampshire tax is a small state 
imposed-locally collected tax. Arkansas reported a small amount of 
state school revenue from property taxes in 1948. Wyoming adopted 
such a tax in 1949, 


10 Data from studies of development of state support in various states. A 

H P. R. Mort, State Support for Public Education (1933), pp. 281 ff. Oregons 
res property tax for schools was really a county and municipal tax collected by 

e state, 

12 F, H. Swift, Federal and State Policies in Public School Finance in the United 
States, pp. 132-134. 

18 P, R. Most, op. cit, pp. 280-284, 
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The decreasing importance of property taxes as a source of state 
school revenue can be seen by comparing the data presented by Swift 
with data published since then by the National Education Association. 
Of sixteen states which derived 50 percent or mote of their state school 
revenues from the property tax in 1925-1926 (Alabama, Arizona, 
Arkansas, Florida, Georgia, Illinois, Indiana, Kentucky, Louisiana, 
Maine, Maryland, Nevada, Texas, Utah, Vermont and Washington), 
not one continued to do so in 1947-1948. Utah derived about 46 per- 
cent of its state school revenues from the property tax. The other 
states which still had a state school property tax generally had less than 
10 percent from this source." In no state except Utah does the state 
property tax provide over 10 percent of total school revenues. 

Since 1920 the percentage of school revenues from county sources 
has continued downward. From 11.4 percent in 1920 it dropped to 
9.3 percent in 1934 and 5.6 percent in 1944 and to less than 5 percent 
in 1948. In 1947-1948, only Alabama, Florida, Georgia, Louisiana, 
Maryland, Montana, Nevada, Tennessee, and Virginia provided over 
20 percent of school revenues from county property taxes super- 
imposed upon local school taxes. Between 1920 and 1948 the per- 
centage in California fell from nearly 40 percent to zero; in Arizona 
from over 35 percent to about 9 percent; in Washington from about 
25 percent to 1.5 percent; and in Ohio from over 50 percent to zero. 
Most of the states showed substantial decreases.” 

States have decreased the county property tax either by transferring 
the county responsibility to the state, providing county property tax 
replacement revenues, enacting property tax limits, or increasing prop- 
erty tax exemptions. Delaware took the lead in 1920 when it abol- 


ished the county school tax. In 1931 Oklahoma adopted an income 


tax to reduce state and local property taxes. California in 1932 as- 


sumed the $30 per pupil formerly raised by the counties. Between 
1932 and 1934 New Mexico, Ohio, Oklahoma, Washington, and 
West Virginia enacted drastic overall property tax limits that forced a 
shift of the county burden to the state. In 1933 North Carolina as- 
sumed the entire cost of a state minimum program. Between 1934 and 
1937 Alabama, Arizona, Arkansas, Colorado, Idaho, Illinois, Kansas, 


14 National Education Association, State School Finance Systems, 1947-1948. 
15 UJ, S. Office of Education, Statistics of State School Systems, 1945-1 946; and 
Council of State Governments, The Forty-Eight State School Systems, pp. 224-225. 
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Louisiana, Ohio, Oklahoma, South Dakota, Utah, and Wyoming used 
state taxes for property tax relief or reduction. Homestead property 
tax exemptions enacted between 1933 and 1937 forced a shift from 
county to state taxes in Florida, Georgia, Louisiana, Oklahoma, Utah, 
West Virginia and Wyoming. In 1942 Oregon provided that surplus 
revenues from the income tax should be used to reduce the county 
school tax. 


RESTRICTIONS AND EXEMPTIONS 


The declining importance of property taxes since 1920 is due in 
part to restrictive legislation. States have increased exemptions, im- 
posed drastic tax limits in some instances, and tightened debt limits. 


TAX EXEMPTIONS 


There is little evidence to show that existing tax exemptions have 
generally resulted in property tax reductions. However, by increasing 
the rates on nonexempt property, extension of exemptions makes the 
Property tax less elastic and thereby reduces the potential yield of 
the tax. 

Certain tax exemptions, such as those for charitable, educational, 
religious, and scientific institutions, and governmental units, are very 
old. The practice of exempting personal property through failure to 
assess, partial assessments, or undervaluation is not a recent develop- 
ment. However, there has been a definite trend toward legally exempt- 
ing personal property and increasing real property tax exemptions in 
recent decades, 

Thirteen states adopted homestead exemption laws or constitutional 
amendments between 1933 and 1938. West Virginia (1933) pro- 
vided that state and local taxes on homesteads are not to exceed 1 pet- 
cent of assessed valuation. The same year Texas exempted the first 
$3000 of the assessed valuation of property from the state tax. Minne- 
sota (1934) limited the assessment of the first $4000 of assessed val- 
uation of homesteads to 20 to 25 percent of full valuation (state and 
local taxes). Mississippi (1935) exempted the first $2500 of assessed 
valuation (state tax and some local). Florida (1935) granted a 
$5000 exemption from state and local taxes; and Louisiana (same 
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year) granted a similar exemption to the extent of $2500 depending 
upon replacement revenues. Wyoming (1937) granted a $500 state 
and local exemption, while Alabama (1937) granted a $2000 state 
exemption. Oklahoma (1937) granted an exemption of $1000 from 
local taxes (no state tax). Arkansas ( 1937) provided the same exemp- 
tion (state only). South Dakota exempted homesteads from state 
taxes; Georgia allowed a $2000 exemption (1937); and Iowa, one 
not exceeding $2500 similar to the Louisiana law. No other states 
have adopted the policy since 1938." 

Other types of exemptions continue to increase. California (1944) 
finally granted exemptions to religious, charitable, and hospital insti- 
tutions. More states granted more exemptions to veterans, or disabled 
veterans, although some of these are temporary. Exemptions for other 
disabled persons and pensioners have been increased. Many states have 
granted new exemptions to public housing authorities. Exemptions for 
cooperatives and new industries have continued, but they are gener- 
ally confined to the South. Another device for exempting property 
from taxation is the legalizing of underassessment. In 1941 nine states 
directed fractional assessments, ranging from 60 percent in Alabama 
and Iowa to as low as 1 percent in Vermont. Montana, Minnesota, and 
Ohio assessed different classes of property at different percentages of 
valuation. Washington, North Dakota, and Arkansas provide for 50- 
percent assessments.” 

The number of states exempting all or part of personal property 
from taxation is growing. New York has exempted all personal prop- 
erty from taxation since 1933. Delaware (1939) also repealed all 
laws taxing personal property. Pennsylvania, Massachusetts, Califor- 
nia, and Wisconsin exempt many classes of personal property. Intan- 
gibles in 1949 were exempt from practically all property taxes in six- 
teen states, and were fully liable for general property taxes in only 
five states. In 1939 nine states exempted all household goods and 
twenty-nine granted partial exemptions; only ten states granted no 
legal exemptions for personal property. Motor vehicles were exempted 


j j 1937); and 
16]. M. Leonard, et al, Exemption of Homesteads from Taxation ( ] 
Legislative Rennes of National Tax Association, Public Administration Clearing 


House, and Tax Institute. 5 
* Public Administration Clearing House, News Bulletin, March 10, 1941. 
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from property taxes in at least seventeen states in 1939. Personal 
property used for business and agriculture has been increasing. Since 
1939 mote states have adopted personal property exemptions. 


TAX LIMITS 


The passage of new overall tax limits or the reduction in the maxi- 
mum rates of existing overall limits between 1930 and 1933 not only 
curtailed property taxes in certain states, but also forced some states to 
increase aid to local government and school districts. Most of the re- 
placement revenues have been obtained from state sales taxes.’* Even 
where the maximum rates have been high, they have tended to keep 
potential property taxes down and to foster state assistance. The rea- 
son for this is that an overall limit generally establishes a maximum 
rate of taxation upon each individual parcel of property. The aggre- 
gate taxes of all units of government taxing the property cannot ex- 
ceed this rate. Such limits may be constitutional or statutory. Rhode 
Island has had a statutory overall limit since 1878 (2.5 percent now). 
Nevada has had a constitutional overall limit (5 petcent) since 1895. 
Illinois adopted its statutory limit in 1901, imposing a 5 percent limit, 
but so many exceptions had been allowed that by 1933 the law had 
become ineffective. Oklahoma has had a constitutional limit since 
1907, but reduced it to 1.5 percent in 1933. Ohio’s constitutional limit 
dates back to 1911, but it was reduced to 1 percent in 1933. Indiana 
and Washington adopted statutory overall limits in 1932 of 1 to 1.5 
percent and 4 percent respectively. Constitutional limits were also 
adopted in 1932 in Michigan (1.5 percent) and West Virginia (05 
to 2 percent). The next year a constitutional limit was adopted in 
New Mexico (2 percent). Since 1934 overall tax limitation has not 
been extended to other states.” 

There were relatively few states in 1936 without property tax lim- 
its applying to certain units of government—only New Jersey, Massa- 
chusetts, Connecticut, Vermont, and New Hampshire.” Delaware and 
Maryland have no general limits. New Jersey had a limit applying tO 
cities until 1914. About half these limits are written into state consti- 


18 A. M. Hillhouse and R. B. Welch, Tax Limits Appraised (1937), pp. 20 f. 
19 Ibid., p. 1 ff. 
= C, L. Leet and R. M. Paige, Property Tax Limitation Laws (1936), p. 38 f. 
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tutions. Most of them came into existence during the nineteenth cen- 
tury. They generally apply to school taxes within the unit covered. 
Although they probably do not seriously restrict the total property tax 
burden, they do tend to force units affected to transfer functions of 
government or seek state assistance, especially during a period of de- 
clining assessed valuations. 

At least forty states have had tax limits applying specifically to 
county or local school taxes, but recently Arkansas and Nebraska sus- 
pended their tax limits. Most of the limits are expressed in terms of 
maximum tax rates, but Iowa places limits on the amount to be raised 
per pupil and Minnesota on the amount to be raised per capita. The 
highest maximum rates are found in counties with a central tendency 
of 5 mills and a range from 0.5 mills in North Dakota to 25 mills in 
Virginia. The central tendency in the limits for local school tax rates 
is between 10 and 15 mills with a range from 4.5 mills in New Mex- 
ico to 45 mills in North Dakota. Many of these states have varying 
maximum rates for various types of school districts, e.g., from 30 to 45 
mills in North Dakota. Some of the limits can be exceeded by a vote 
of the people or the maxima are higher where there is a favorable vote 
on the levy.” These and other types of tax limits have serious impli- 
cations for public school control as shown in Chapter IV. 


DEBT LIMITS 


Local borrowing powers generally are subject to a variety of restric- 
tions as to purpose, methods, amount, term, interest rate, retirement, 
and form in practically every state. Usually debts cannot exceed a 
specified percentage of assessed valuation, ranging from 2.5 to 20 per- 
cent. Almost all states have debt limits for schools, the most common 
limits being from 5 to 10 percent of assessed valuation.” However, 
where there are no overall limits, special districts often are created to 
exceed the limit. Often overlapping units have separate limits, with 
school districts often having the highest. South Carolina and Connec- 


21 National Education Association, Research Division, Tax Limitation Laws 
(1948), and Council of State Governments, The Forty-Eight State School Systems, 


p. 237. Ý i 
22 Ibid., and F. L. Bird, “Municipal Credit in the United States,” in Taxation and 


Public Policy (1936), pp. 122 f. 
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ticut have overall debt limits. In other states, the laws are corm > Licated 
and have been subject to varying court interpretations.” Exceg>t where 
they generally are evaded, such limits have tended to restrain sCxme po- 
tential borrowing, especially from 1930 to 1940, when assessments 
were down, thereby reducing the potential burden upon y>roperty 
taxes. 


NATURE OF GENERAL PROPERTY TAX 


If the general property tax has a theoretical basis, the theory is that 
ownership of property is an index of ability to pay, that all xo roperty 
derives certain benefits from government which justify taxation, and 
that a uniform tax rate applied to all property according to its value 
is an equitable, democratic form of taxation, satisfying both the ability 
concept and the benefit theory. 


ORIGIN 


Before appraising the soundness of these concepts under ma odern 
conditions, two facts must be cited. (1) The general property tax in 
America evolved when the country was largely agricultural. Try early 
colonial laws, ownership of property was considered one test of a 
man’s ability to pay taxes.” Selected items of property such as one 
story houses, two-story houses, cows, horses, and sheep were taxed ac. 
cording to schedules fixed by law.” With the spread of equa ii arian 
ideals after the Revolution, constitutional provisions and statutes re- 
quiring uniformity in assessments and rates for property taxati©ra were 
adopted. However, underlying this whole concept of property tax 
was a rural economy. Assessment and collection dates were esta h, Lished 
to suit farm conditions. (2) The tax was developed for an eco nomy 
that was only partially a money economy. Acquiring property not 
money income, was what determined a man’s economic success A 
farmer’s money income was rather small relative to what he Proq oa 
or obtained by barter for his own consumption. Teachers, probe sq ional 
men, artisans, and laborers often received a large part of their : 


23 See Municipal Yearbook, 1936. 

E, R. Seligman, Essays on Taxation (1925), p. 58. 
25 Jensen, op. cit, pp. 27 ff. 

26 Ibid., p. 35 ff. 
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in goods and services, not money. Naturally, the tax system adopted 
under such conditions would place great emphasis upon property own- 
ership as an index of ability to pay. A farmer with a two-story house 
and one hundred cows was wealthier and better able to pay taxes than 
one with a one-story house and ten cows under such conditions. 


PROPERTY AS AN INDEX OF ABILITY 


With the development of advanced money economy the use of 
property as an index of ability to pay taxes became less tenable. The 
concept of ability has changed from property ownership to annual net 
money income. Two persons might receive the same annual money 
income. One consumes most of his income immediately—in food, 
drink, and pleasure. The other acquires real or personal property with 
most of his income. The first type escapes most property taxation; the 
second assumes most of it. Even if there were a sales tax equal to the 
property tax, the two persons with the same income might have very 
different tax burdens, because the property tax recurs every year. Im- 
position of an income tax in addition to the property tax would only 
aggravate the difference in burden. 

A money economy, moreover, made it possible for the consumer to 
choose among thousands of kinds of property. Farm personal property 
in many new forms—machinery, tools, household goods, vehicles— 
advanced upon farm real property in value, but not all of it contrib- 
uted equally according to its value to the farmer's ability to produce an 
annual net income after expenses. Real property in the form of fac- 
tories, utilities, transport, wholesale and retail establishments, storage 
facilities, offices, urban and suburban residences, and many other types 
surpassed farm real estate in valuation, but not all of it produced the 
same money income per unit of valuation. Personal property in thou- 
sands of varieties with varying attributes began to equal or exceed real 
property in valuation. Indeed, it became physically impossible to assess 
all of it for tax purposes. 

Another characteristic of a money economy contributed to the 
breakdown of the property tax. Intangible property rights—stocks, 
bonds, notes, mortgages, credits, or other contracts—became common, 
The person using real or personal property might have little’ or no 
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ownership rights in the property. The attempt to tax both the holder 
of the property and the holder of legal rights in the property led to 
double taxation of the same property. It also increased property tax 
evasion, since such rights are difficult to discover. Owners of intangible 
rights might live in a different taxing district thereby creating the 
problem of situs. Where attempts have been made to tax property ac- 
cording to the equities of different parties in the property, there has 
been a tendency to shift the whole burden to the debtor.” 

The economic effects of the general property tax became very dif- 
ferent under urban, industrial conditions from what they were under 
an agricultural economy, even as far as farms are concerned. As 
pointed out by Morrison, the effects are as varied as the forms of prop- 
erty itself.“ Forests require a generation to mature. During this time 
little or no income is received. A recurring general property tax forces 
premature and wasteful use of this resource. Farmers usually are 
forced to have a large investment in property in order to produce. The 
general property tax tends to take a larger share of the income of such 
enterprises. Property taxes upon certain business enterprises requiring 
little property often can be passed on to the consumer. It frequently 
takes years to get a business established. Taxation upon the value of 
property instead of earnings during this period may bring about fail- 
ure. Owners of property held for renting can, during a seller’s market, 
pass on most or all of the property tax to tenants. Owners holding 
property for their own use must absorb the tax. Investors in property 
sometimes can capitalize the property tax by purchasing the property 
for a lower figure; or they can increase the capital value of property 
when taxes are reduced; or increase their rate of return upon the origi- 
nal investment or they may lose money when the tax is increased; ot 
their rate of return might be reduced through increased property taxes. 
The whole problem of capitalization, shifting, and incidence of the 
property tax is complicated under modern conditions.” 


THE BENEFIT THEORY 


The general property tax has been defended as a benefit tax. It is 


claimed that many services of government such as schools, streets, and 
2" Groves, op. cit, pp. 64-65. 
28 School Revenue (1930), p. 160. 
29 See Jensen, op. cit, pp. 53 ff. 
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utilities enhance the value of property and it is right for government 
to tax this unearned increment. It also is said that there are no natural 
rights to land and that all titles are legal ones derived from and pro- 
tected by the state and that it is right for the state to exact land rent in 
the form of taxes. It is also maintained that many of the services of 
government, such as fire protection, utilities, garbage collection, sew- 
ers, and police protection, are direct benefits to property which justify 
property taxes. 

It is only partly true that certain government services benefit prop- 
erty. The fact is that they really benefit some person—a tenant, a spec- 
ulator, an owner, a purchaser, a seller, a mortgagor, an investor, a 
creditor, or someone else. All government services provide benefits 
for someone, but the benefits are diffuse. They may be felt for genera- 
tions. It is practically impossible to ascertain the specific benefits one 
person derives from any one governmental service. How then can the 
benefits be determined for property? Are the benefits the same for a 
thousand-dollar automobile, house, diamond ring, oil painting, or cal- 
culating machine? Does a $5000 house of wood construction receive 
as much, or more, benefit from fire protection as a $5000 house of 
fireproof materials? Even when limited to the service and protective 
services of government the benefit theory no more supports taxing 
property than it supports taxing skill, knowledge, and other attributes. 
They all benefit from government. 

If the benefit theory ever had much validity when applied to prop- 
erty taxation, the changing functions of government have destroyed 
it. Protection represents a smaller share of governmental spending 
than it did. The great expansion has taken place in highway and wel- 
fare services, These, especially the latter, are direct benefits for indi- 


vidual citizens, directly and indirectly.” 


ADMINISTRATIVE LIMITATIONS 
There are three main steps in property tax administration: (1) as- 
sessment, (2) levy, and (3) collection. Of these the most important 
is assessment; and it is the source of most of the practical shortcomings 
of the general property tax, followed by collection methods. Levy is 
simply the determination of the amount to be raised by the tax for a 


80 See W. J. Shultz, American Public Finance (1938), pp. 372-373. 
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given year, but overlapping units of government levying property 
taxes create administrative difficulties. Levy determines the rate for 
each unit of government. 


ASSESSMENT 


The assessment of property under modern conditions is difficult for 
experts because of the wide variety of property, the possible equities in 
the same property, the varying attributes of different kinds of property, 
the place of different kinds of property in the economy, fluctuating 
prices, incomes, or costs, and the many values which any given prop- 
erty possesses at a given time. Statutes may specify cash value, market 
value, true valuation, fair value, actual value, or a percent of value. 
Property tax literature also refers to loan value, insurance value, book 
value, and social value. Courts in defining the meaning of statutes have 
arrived at value by considering original costs, replacement costs less 
depreciation, exchange value, price a willing buyer would pay a will- 
ing seller, value under normal market conditions, capitalized value 
based upon net income, and value to owner.” Yet assessment is a func- 
tion usually assigned to part-time elected officials or political ap- 
pointees. Very seldom are assessment offices managed and staffed by 
professionals. 

The lack of nonpolitical, skilled assessors accounts for one of the 
major weaknesses of the general property tax—its regressivity. The 
typical assessor is able to assign fairly reasonable values to low-valua- 
tion property, but he fails to recognize the true value of high-valua- 
tion property. Numerous studies have confirmed the tendency for as- 
sessors to assess low-valuation property at a higher percentage of value 
than high-valuation property.” Thus the major burden of the tax is 
placed upon low-valuation property owners. 

The important consideration in assessment is that all property of a 
certain class be assessed according to uniform standards and percent- 
ages of valuation. Yet within most taxing districts, indeed, in the same 
neighborhoods, will be found wide variations in the percentages of 


full valuation placed upon like properties.’ Sometimes this is a matter 
31 Ibid., p. 326. 
82 Groves, op. cit, pp. 69 f. 
33 See J. D. Silverherz, Assessment of Real Property in the United States (1936). 
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of political favor; sometimes it means subjective, unskilled original 
assessment. No matter what the cause, the result is an inequitable dis- 
tribution of the property tax burden. Since it is a general practice, in 
rural areas especially, to copy assessment rolls with very few changes 
from year to year, these injustices are continued for a long time. Selig- 
man lists lack of uniformity in assessment as the number-one weakness 
of the property tax.” 

Laws generally provide for some kind of court or administrative 
review of original assessments. However, the cost of court actions usu- 
ally preclude small owners from making appeals. Where large owners 
secure reductions after review, their relief is absorbed by higher tax 
rates for those who cannot afford redress. Generally administrative re- 
view is made by the same persons who make the original assessment 
or by a politically controlled board; so little help can be secured from 
this source. The result often is servitude to a political machine in re- 
turn for a reduction in assessment. 

The lack of uniformity in assessments contributes to the economic 
weaknesses of the property tax. Wide variations are found in the as- 
sessment practices of different taxing jurisdictions. Where taxes are 
levied by higher units such as the county or the state, this leads to an 
inequitable distribution of the burden unless such assessments are cor- 
rected or equalized before levying the tax. Separate assessment by dif- 
ferent units of government as exists in some states is but another waste- 
ful duplication of function and only adds to the confusion (fortunately 
very few school districts are responsible for assessment). Many prices 
are determined in national or area markets. Enterprises located in un- 
derassessed colonies gain a tax advantage over enterprises in areas with 
higher assessments where tax rate differentials do not wipe out the 
advantage. To minimize the economic effects of the tax the property 
tax should be as stable and as uniform geographically as possible.” 

Small tax districts created to administer the property tax under rural 
conditions have resulted in very unequal assessed valuations to sup- 
port local government through the tax. Districts fortunate enough to 
contain resources which have taken value with industrialization—e.g., 


3t Seligman, op. cit, p. 19 ft. 
35 See Jensen, op. cit., pp. 84 ff. 
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coal, ore, oil—found themselves extremely favored with valuation 
relative to population. The same is true of districts which accidentally 
came into possession of facilities for transport, manufacturing, or 
trade, especially where the facilities derived their income from a wide 
area. Others found themselves favored for high-valuation residential 
areas. On the other hand, districts which were suitable only for farm- 
ing or low-cost residences had to struggle to support government with 
high rates or assessments at a high percentage of valuation or bot ne 

Small districts with considerable valuation and no incentive to assess 
at a high percentage of valuation, and enjoying low tax rates, became 
colonies for high-valuation property enjoying a relatively low prop- 
erty tax burden. Most metropolitan areas or states have several such 
colonies. 

The growing importance and infinite variety of personal property 
in an industrial economy made it practically impossible even for a 
large assessment organization to find and assess personal property. In- 
tangibles are difficult to locate. Most tangible personal property can be 
transported easily from jurisdiction to jurisdiction. Much personal 
property escapes taxation entirely; assessors are reluctant to do the 
detective work necessary to locate it. Consequently, personal property 
represents a relatively small percentage of total valuation under the 
general property tax; yet its value may now exceed that of realty. In- 
deed, the long term trend is for assessed valuation of personal property 
to decline relative to real estate while the trend in our economy is for 
personal property to increase in amount relative to realty.” The gen- 
eral property tax tends to become a real property tax. 


COLLECTION 


The methods of collection usually employed contribute to the weak- 
nesses of the property tax. Very often no bills are sent out. Payment 
must in many cases be made in one sum upon a certain date which may 
or may not be convenient for the taxpayer. The fees of collectors fre- 
quently are higher for delinquent taxes, which does not foster efforts 


to collect the tax when due. The cost of collection in any case is rela- 
38 Ibid., p. 80. 


37 r Institute, Property Taxes (1940), pp. 117-118, and Seligman, op. City 
pp. 23 ff. 
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tively high. In some cases no attempt is made to collect delinquent 
taxes upon certain properties for years and tax sales are infrequent or 
nonexistent. Legislatures have granted moratoriums to delinquent tax- 
payers. Sometimes legal procedures for acquiring titles to property are 
too costly to justify tax sales. The titles obtained from tax sales often 
are too insecure to encourage purchases. Failure to collect property 
taxes upon some property ultimately increases the burden upon all 
other property upon which the tax is levied.” 

The weaknesses in collection methods contributed to the breakdown 
of the property tax during the severe depression. The median percent 
of the property tax levy uncollected at the end of the year in 150 cities 
increased from about 10 percent in 1930 to over 26 percent in 1933, 
remaining above 10 percent until 1939. Percentages of year-end de- 
linquency of over 40 were not uncommon from 1930 to 1940; in one 
city nearly 82 percent of one year’s levy was uncollected at the end of 
the year.“ Some cities have consistently high percentages of delin- 
quency year after year. In some cities the accumulated uncollected 
taxes amounted to more than the total levy for the year 1940.” 


LEVY 


The existence of many overlapping taxing authorities—state, 
county, town, village, school and special districts—sometimes leads to 
a very heavy total property tax levy upon individual properties. New 
York State has no state property tax nor tax upon personal property, 
yet it is possible to find properties in rural or suburban areas which 
have higher total tax rates on equalized valuation than the highest city 
tates. The pyramiding of county, town, village, school and special dis- 
trict rates often results in total rates of over $50 a thousand upon: 
equalized valuation. 


PROPERTY TAXATION IN A REVENUE SYSTEM 


The property tax in some form probably will continue as part of 
the public revenue system in the United States for many reasons: (1) 

88 See Tax Institute, Property Taxes, p. 256. 

89. L, Bird, Trend of Tax Delinquency, 1939-40 (1941), p. 9. 

Ibid, pp. 22 f. 

41 Ibid., pp. 37-38. 
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It is a good revenue producer; (2) It has a century or more of tradi- 
tion behind it; vested interests have been created; (3) It is well-estab- 
lished, being written into constitutions and statutes; (4) It is a rela- 
tively stable source of revenue except in a severe economic collapse; 
(5) It can be administered locally; (6) Abandoning it would be a 
tremendous gift to owners who could capitalize the tax saving; (7) It 
reaches a type of nonmonetary income—the use and enjoyment of a 
home; (8) To some the benefit theory justifies the tax. 


ITS PLACE 


The general property tax generally is condemned by tax students;” 
but that does not mean that some kind of a modified property tax does 
not have a place in a sound tax system. The National Tax Association, 
“Model System of State and Local Taxation” (1933), recommended 
that a tax upon tangible property levied exclusively at situs should be 
part of a tax system.“ The Twentieth Century Committee on Taxation 
(1937) recommended that in most local jurisdictions no substantial 
reduction be made in the real estate tax.“ The Treasury Committee on 
Intergovernmental Fiscal Relations (1943) recommended a classified 
property tax. Studies in individual states generally recommend changes 
in the property tax or its administration, not repeal.“ 


PROPERTY TAX REFORM 


Tax literature and survey reports are replete with recommended 
changes in property taxation. These relate to both the nature of the 
tax and its administration. Some generally are accepted by tax special- 
ists; others are debated. 


CLASSIFIED PROPERTY TAXATION 


The basic change recommended in the tax itself is the abolition of 
the general property tax—abandonment of the uniformity clauses in 
constitutions and statutes. There is fairly general agreement that in- 
tangibles should be exempt from property taxation and the income 


42 See Jensen, op. cit., p. 478. 

483 Report of Committee (1933). 

44 Facing the Tax Problem (1937), p. 432. 
* Tax Institute, Tex Policy, Aug., 1945, p. 8. 
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from such rights taxed under an income tax, or they should be taxed 
at nominal rates. Taxing intangibles at the rates applied to realty or 
tangible personal property often reduces the interest rate to a point 
which makes investment unattractive. Elimination of the tax upon in- 
tangibles removes the difficult problem of situs as applied to such 
property rights, the problem of double taxation, and the problem of 
evasion. Low rate taxes on intangibles often produce more revenue 
than the high-rate general property tax,“ but revenue is not the only 
consideration. An important issue is justice, taking into account the 
economic effects of the tax when applied at high rates to both tangible 
and intangible property. Investment return is a major consideration in 
the taxation of intangibles. 

The classification of tangible property for taxing purposes has as its 
object the grouping of property that is economically similar and tax- 
ing it according to its economic characteristics. It applies to both per- 
sonal and real property. It can be accomplished by varying the rate for 
different classes of property, assessing at varying percentages of value, 
different methods of assessment, varying exemptions, or fixed sched- 
ules of valuation to be applied to certain classes of property. Uniform- 
ity should prevail within each economic classification. 

Theoretically, classification appears to be the soundest method of 
correcting some of the basic weaknesses of the tangible property tax. 
Unfortunately, in legislation classification tends to be determined by 
political rather than economic considerations.” Moreover, economic 
classification is very complicated, being a variable problem both in 
space and in time. The National Tax Association Committee on a 
Model Tax Plan did not favor a classified tangible property tax, but 
largely for revenue reasons. However, the committee did recognize 
that some type of classification might be desirable in the taxation of 
such property as ships, vessels, staple products in transit, public service 
enterprises, mines, forests, banks, and tangible personalty." 

Although classification may be on the wane,” it may be desirable to 


46 Tax Institute, Property Taxes, p. 88. 
4 Ibid., p. 108. 

48 Report of the Committee, p. 33. 

4 Ibid., pp. 31 ff. 

50 Tax Institute, op. cit, p. 114. 
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extend some kind of economically sound classification. One funda- 
mental distinction is between land and improvements. The value of 
these may be affected by different variables, justifying different assess- 
ment or tates.” The value of the land may increase while the value of 
the improvements is depreciating. The tax on land under certain con- 
ditions cannot easily be shifted, while the tax upon improvements 
under other conditions may be shifted at least in part. Taxing build- 
ings at the same rates as land may retard building or the improvement 
of existing buildings.” It is possible that the policy of differentiated 
tax rates for land and improvements or exemption for improvements 
in urban areas will gain support as urban blight spreads and suburban 
areas continue to grow.” At one time fear of unwise expansion of 
building in cities was used as an argument against this differentiation. 

There are further classifications possible in land taxation. It has al- 
ready been shown that forest lands require special treatment. Minne- 
sota, Montana, North Dakota and West Virginia have classified land 
taxes. Mineral resources and farms have been given different treatment 
in some states. Whether or not these classifications can be justified eco- 
nomically will require considerable research. 

Classification of improvements into manufacturing establishments, 
public utilities, urban residential, and farm are very difficult to ap- 
praise with existing knowledge. Such classifications require more con- 
vincing economic data than we now possess. 

Tangible personal property, at least household goods and personal 
effects, might well be exempted from all property taxation.” With all 
its limitations a selective sales tax would seem to be sounder than an 
annual tax upon personal property. Where the personal property tax 
is retained, a classification based upon producet’s goods and consumer's 
goods may prove to be sound.** Where the tax is repealed or liberal 
exemptions allowed a replacement tax is the fundamental considera- 
tion. Repeal without an adequate replacement tax not only reduces 


51 See S. E. Leland, The Classified Property Tax in the United States (1928). 
*2 See Groves, op. cit, p. 58. 

3 Tax Institute, op. cit, p. 140 ff. 

4 See Shultz, op. cit., p. 368. 

55 Tax Institute, op. cit, p. 133. 

3 Ibid., p. 109. 
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revenues in the state concerned, but puts other states at a competitive 
disadvantage. The classified petsonalty taxes of Kentucky, Minnesota, 
Montana, Ohio, Virginia, and West Virginia have been praised or con- 
demned according to the concepts of the critics, 

Reviewing existing classified property taxes, Shultz concludes that 
it has not generally produced increased revenues, that the tax generally 
has been used as an instrument of fiscal teform, and that it has intro- 
duced no new detrimental effects into the property tax system.” 

Units of government. Many fiscal authorities have recommended 
that states withdraw from property taxation, leaving the property tax 
for local government.” It has been shown that there is a pronounced 
trend in this direction. 

Another proposal generally made is the creation of larger local 
units for property tax administration, eliminating the complex pattern 
of overlapping units which now exists. A unit must be large enough to 
employ economically competent assessors upon a full-time basis and 
to provide them with the assistance and tools required for scientific 
assessment. The larger the unit, up to certain limits, the less will be 
the overhead cost involved in collection. Probably no unit smaller 
than a county is capable of performing this function efficiently and 
economically. In 1947 Iowa and Nebraska abolished local assessment 
districts, making assessment a county function. 


ASSESSMENT 


The problem of improving assessment practices is a fourfold one. 
(1) The valuation of property is a complex economic problem. Rep- 
resenting a dynamic rather than a static condition, it involves the bal- 
ancing of a number of present and future variables. What criteria are 
to determine value? Are these so objective that different assessors 
working independently will arrive at the same values for given prop- 
erties? (2) Being a complex economic problem, it requires assessing 
officials who have a broad background in economics and business, who 
are skilled and experienced in using available assessment techniques, 
and who have sufficient breadth of experience and vision to be able to 


5T W., J. Shultz, op. cit, p. 365. 
*8 See Facing the Tax Problem (1937), p. 433. 
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place a just value on high-valuation property. Are such men available 
for appointive positions? Are they given tenure? Do elected assessors 
meet these qualifications? How effective is in-service preparation? Is 
the organization of the assessment staff such as to promote efficiency? 
(3) Even where assessing officials are carefully selected, appointed, 
and given tenure of office, other forces in the community may bring 
about inequitable assessments. How can an entrenched political ma- 
chine be prevented from granting assessment favors to its powerful 
supporters? (4) Even if assessments are made by experts using the 
best scientific techniques, subjective factors cannot be eliminated. In- 
expensive, expert, disinterested review of local assessments is needed. 
How can assessment review be made inexpensive? How can men with 
the highest qualifications be obtained for assessment review? How can 
the utmost impartiality in review be secured? 

According to the New York State Commission for the Revision of 
the Tax Laws: 


A clear-cut body of opinion, amply buttressed by experience, has grown 
up in the United States concerning the essentials of an adequate system of 
real estate valuation. Summed up briefly, the elements needed within a 
given tax district are: (1) an adequate staff of qualified assessors working 
full time during good behavior under competent direction; (2) maps and 
records sufficient to describe fully evety parcel of property to be valued; 
(3)a method of valuation based on the independent variables with a bear- 
ing on value, which shall be sufficiently detailed and flexible to facilitate 
comparisons among individual properties in the same class and among 
the different classes of property subject to taxation at the same rate; (4) 
access to objective and reliable sources of information relative to the values 
of as many individual properties and classes of property as possible; (5) 
full publicity as to basic data, methods of analysis and assessment, and final 
valuations, both by conference with the public and by publication; (6) 
prompt, impartial and inexpensive administrative review in cases where 
a taxpayer feels himself aggrieved; and (7) adequate provision for judicial 
review in those cases where administrative review does not succeed in 
settling the questions, at issue. With reference to this seventh essential, 
it goes without saying that the courts are probably not so well qualified 
for arriving at the truth with regard to values as are the assessors them- 
selves or the reviewing officials. The fact remains that it is impossible to 
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arrive at present values without taking the future into account. When the 
opinions of buyers, of sellers, and of commercial appraisers regarding 
the future of a given property vary widely from one another, it may be 
impossible to establish any generally acceptable value for that property 
by administrative processes. Since some definite value for purposes of 
taxation must nevertheless be assigned, the courts must be appealed to for 
the purpose of assigning that value, whether it prove to be right or wrong 
in the light of future events.” 


Many tax students would limit judicial review to legal questions 
only. 

The state has important functions to perform in the original assess- 
ment of property. Although most states have agencies responsible for 
supervising assessment work, most of them do not have the resources 
or the authority to perform the functions which a state should per- 
form. Preparation of manuals for use by local assessors is a common 
practice which should be continued and extended. However, more im- 
portant is providing experts to assist local assessors, preferably upon a 
regional basis as has been done in Wisconsin. Such assistance is needed 
in the appraisal of corporate properties, many types of businesses, and 
natural resources. Such experts not only should assist in assessment, 
but they should provide technical training for local assessors. Many 
states have assumed direct responsibility for the assessment of railroad 
and other public service properties, mineral resources, and other types 
of property involving complex economic considerations. This policy 
should be extended. It might even be desirable for smaller states to 
sibility for assessment, at least outside of urban 
regions. At the very least, states should require actual reappraisal of 
property at frequent intervals—assessments should be constantly sub- 
ject to review because of the many variables involved. 

Until reforms in assessment machinery and methods bring about 
reasonably uniform and equitable assessments, until state property 
taxes are repealed, and until overlapping local taxing jurisdictions are 
abolished, equalization of assessments will continue to be a major 
function of state property tax administration. Where property tax val- 


assume complete respon: 
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uations are used as a reimbursement base for state or federal assistance 
to local units of government, this function is especially important. 
Machinery for state equalization has been established in many states 
since 1870. Too often this function is performed by an inadequate 
staff lacking basic data for correcting original assessments. Without 
adequate state supervision there is no assurance that the assessment 
tolls used for equalization purposes are complete and accurate. Wis- 
consin and New York have tried to collect data upon sales to aid in 
computation, but New York State has not had the staff to supplement 
sales data where it is inadequate for equalization. Wisconsin, with 
regional supervisors, was in a better position to appraise local assess- 
ment practices, but the number of supervisors has been reduced to a 
point which handicaps the work.” 

The failure of local assessment practices to adjust the property tax 
base to the current higher price level has caused a number of states to 
take remedial steps. Arizona, Colorado, Indiana, Kentucky, Utah, and 
Virginia have provided for state-wide reassessments. The Arizona law 
applies to urban real estate. The Colorado program applying to all 
property places emphasis upon rural land productivity. Utah’s reassess- 
ment also will be done by county assessors. Virginia is aiding county 
assessors in the job. Nevada had provided a staff of valuation consult- 
ants working under the State Tax Commission to review assessments 
and assist county assessors in original assessments. Pennsylvania has 
established a state tax equalization board. A study of assessments in 
New York State showed that property valuations were far out of line 
with other economic indices.°* A commission is now conducting studies 
of assessments in individual counties and changing equalization ratios. 


EXEMPTIONS 


The whole problem of property tax exemptions should be appraised 
periodically not only in terms of the total value of exempt property 
but also in terms of the contribution being made by other taxpayers 

6 See Shultz, op. cit., pp. 348 ff., and Groves, op. cit., p. 88. 
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for such purposes. It is really a public expenditure.” Further exemp- 
tions should be curtailed; some exemptions should be repealed; in-lieu 
taxes should be provided in many cases. 

One of the greatest problems of exemptions is the concentration of 
large amounts of tax-exempt property in certain cities or other units 
of government. College towns, seats of government, rural districts with 
large areas of federal or state lands or large federal or state institutions 
are among the hardest hit. New York State permits certain school dis- 
tricts having large amounts of state lands to tax these lands for school 
purposes. The federal government has permitted certain federal gov- 
ernment properties to be taxed at nondiscriminating rates or has pro- 
vided revenues in lieu of taxes on certain properties. Most states now 
permit such taxation where the federal government allows it; other 
states are repealing their prohibitions against the taxation of federal 
properties where the federal government permits such taxation. How- 
ever, there is no uniform policy.” State and federal governments 
should adopt uniform provisions for either taxing certain government- 
owned properties in local units of government or should provide funds 
in lieu of property taxes, applying alike to all units involved. 

In the case of exempt property held by individuals and private insti- 
tutions, the value of the services rendered should be weighed against 
the cost of tax exemption. Much tax exemption is given to organiza- 
tions which perform a very minor social service. Some are no more 
entitled to a tax exemption than a country club or a tavern. There are 
many possible remedies: (1) making reasonable service charges upon 
all property now tax exempt; (2) where the service performed is not 
largely local in nature, providing in-lieu assistance to local govern- 
ment from a higher unit of government; (3) apportioning the tax in 
terms of what an institution spends for social service relative to what 
it spends for purposes which would not justify any tax exemption. A 
growing number of universities are assuming a share of the burden of 


supporting local government. 
The weight of expert opinion favors the repeal of homestead ex- 


82 Racing the Tax Problem (1937), p. 432. 
88 Groves, op. cit, p. 442. 
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emptions and other exemptions granted for political reasons. If states 
want to aid veterans or other groups they should appropriate funds for 
this purpose and not transfer the burden to local units of government 
through tax exemptions. 


COLLECTION PROCEDURES 


In order to improve the collection of the property tax and to reduce 
delinquency the following proposals for positive action have been 


1. Mail tax bills to every taxpayer. 

2. Permit installment payments in as small amounts as possible. 

3. Allow discounts for early payment in full. 

4. Integrate collection dates with collection dates for other types of taxes; 
so that large property tax and other tax payments do not come due at 
the same time. 

5. Allow payment by mail. 

6. Abolish fees for tax collectors; employ full-time collectors who collect 
all property taxes in an area. 


Although some states have increased the number of installments, a 
great deal of progress is possible in all states in modernizing collection 
methods. The Federal Housing Administration has set the pattern by 
providing for monthly payment of the taxes on property. 

Where taxes are not paid even under a liberalized collection pro- 
cedure, a different plan of action must be taken. Collection dates, dis- 
counts, and penalties should be fully advertised. Delinquent taxpayers 
should be given frequent notice and it should be administratively pos- 
sible to work out plans of payment suited to the circumstances of the 
taxpayer. Interest rates upon delinquent taxes should be high enough 
to discourage lapse in payments. Where the penalty involves payment 
of interest or extra fees, these should go to the unit of government and 
not the collector. Penalties should be enforced. Tax sales should be 
certain and prompt. 

The enforcement of penalties requires certain changes in law. It 
should be possible for a unit of government to acquire a clear legal 
title to tax-delinquent properties within a reasonable time. The pro- 


Local Property Taxes for Schools 161 


cedures for acquiring such title should be simple and inexpensive. New 
York State (1939) adopted legislation to simplify and reduce the 
costs of foreclosing tax liens. The law provides for action in rem 
against any property upon which there has been a tax lien for four or 
more years. No title searches are required; no summons or complaint 
has to be served upon the owners; there are no fees for referees or fil- 
ing. Any number of parcels of property may be included in one list. 
Filing the list in the office of the County Clerk constitutes separate 
notice of pending action for each of the owners. A short notice of com- 
plaint and pending action applying to the whole list, not each separate 
parcel, must be published. Copy of such notice is mailed to the last 
known owner of each parcel listed. This law reduced the cost of pur- 
chasing tax liens from about $100 for each parcel of property to about 
$4.00. Washington, Nebraska, and Minnesota have similar laws.“ 
Other proposals for expediting tax sales include reducing the pe- 
riod for redemptions, basing tax sales upon the lowest rate of interest 
of bid, and the adoption of receivership statutes similar to those in 
New Jersey, Illinois, and Ohio. The tax sale might even be abolished 


entirely.” 


POTENTIALITIES FOR LOCAL INITIATIVE 


The gradual reduction of the property tax base through exemptions, 
classification, and in-lieu taxes and other reforms has serious implica- 
tions for the doctrine of local initiative upon which the structure of 
local school government in most states is conceived. The general prop- 
erty tax has been the institution which has enabled local initiative to 
Operate in school affairs. Without the power to tax and an adequate 
tax base to tax, local initiative has little meaning. Certain reforms, 
such as states withdrawing from property taxation and increasing 
shared taxes and financial assistance to local government, when not 
accompanied by undesirable controls foster local initiative. Improve- 
ment in assessments would greatly increase the potentialities of the 
tax for school support. Consolidation of local taxing units, on the other 
hand, might destroy school-district local initiative if the reforms in- 


64 See Tax Institute, op. cit, pp. 262 ff. 
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volve fiscal dependence or elimination of the taxing power of school 
districts. Unless property tax exemptions, classification, and other re- 
forms which reduce the yield of the property tax are accompanied by 
new local taxing powers or increases in aid from states commensurate 
with the potential losses, the taxing power upon which local initiative 
is based is reduced. 


CONSEQUENCES OF INERTIA 


On the other hand, failure to reform the property tax and supple- 
ment it by revenues from other tax sources will prove detrimental to 
schools. Schools depending largely upon property taxation cannot tap 
the major source of taxpaying ability—individual skill and knowledge 
which the schools helped create. Inequalities in assessed valuations be- 
hind each child will mean very meager educational opportunities for 
thousands of children. Inequities in the administration of the tax will 
foster attitudes hostile toward the support of schools. In periods of ris- 
ing prices schools anchored to the stability of the property tax will not 
be able to adjust, with the result that teaching staffs will deteriorate 
and services will be curtailed. 

Unless some new sources of local tax revenues which have been 
proposed or have been adopted to supplement the property tax are 
made available to school authorities, school programs may fail to 
keep pace with progress in local government through local initiative. 
The only alternative to such a policy is constantly increasing federal 
and state assistance for schools, which will release whatever property- 
tax leeway there remains for the exercise of local initiative in school 
affairs. 


LIMITATIONS OF THE LOCAL PROPERTY TAX 


Until, and even after, every possible reform has been made, the local 
property tax will be subject to certain serious limitations as a source 
of public school revenues: inequalities in taxable property relative to 
school population, competition among local units, and the total local 
tax burden. 

Even after local government has been reorganized, differences in 
fiscal capacity to Pay property taxes will remain. The ability of local 
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units of government to support schools by local property taxation is 
not determined by total valuation of property but by the amount of 
taxable property for each person to be educated. Chapter III contains 
data on the wide variations among local units in this respect. Further- 
more, there is evidence that such inequalities have been increasing 
even among counties during the past century.” Differences in the 
economic bases of local government cannot be wiped out. There al- 
ways will be predominantly agricultural areas, commercial and trading 
centers, and industrial areas. The property tax applied to all three types 
of economies will always mean inequalities in fiscal ability to support 
local government. 

There has always been a tendency for high-valuation industrial and 
residential properties to colonize in high-valuation local units of gov- 
ernment with low tax rates. The automobile and the use of electricity 
for industrial power have increased intercommunity competition in 
property taxation. City workers avoid high municipal property taxes 
by migration to suburban areas. As suburban tax rates rise to provide 
essential services for the larger population, new developments move 
farther from the city or metropolitan center. The tendency for in- 
dustrial and business properties to locate in undeveloped sections within 
or near metropolitan areas is growing. Homeowners, industry, and 
business avoid low-valuation areas with high tax rates. 

Reorganization of local government has never been able to keep up 
with industrial and population shifts in the past. Little progress has 
been made in substituting metropolitan government for the city, town, 
village, special district and county governments that exist in such areas. 
It is probable that reorganization will continue to lag behind current 
developments and community tax competition will continue after any 


. . 67 
reorganization takes place. 


TOTAL PROPERTY TAXES 


The relationship of the total property tax burden to school property _ 
taxes has been discussed. The fiscal independence of school districts to 


66 F, W. Cyr, A. J. Burke, and P. R. Mort, Paying for Our Public Schools (1938), 
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exercise home rule has been restricted by the total property tax burden 
in the past. If school districts retain their fiscal independence after 
reorganization, they will be even more seriously restricted, because of 
the greater strength of metropolitan, regional, or county units of gov- 
ernment. If they lose their fiscal independence, it will be difficult for 
schools to get sufficient recognition in local budgets, because of the 
total demands being made upon the local property tax. It is inevitable 
that public schools must rely less upon local property tax support and 
more upon state and federal tax revenues in the future if they are to 
maintain and improve the quality of their services and if they are to 
retain any degree of home rule. An alternative is for counties, metro- 
politan districts, and larger municipalities to withdraw from property 
taxation as states have done, leaving the property tax base for school 
government. That is, the larger units would exploit the local non- 
property taxes, leaving the property tax for the smaller units of govern- 
ment. 


SUMMARY 


The property tax is a large and stable revenue producer which could 
not easily be replaced. Property taxes have become an insignificant 
source of state revenues. Although there has been no decrease in total 
local property taxes, the proportion of local revenues derived from 
this source continues to decline. Public schools still derive over 50 pet- 
cent of their revenues from the property tax. However, state and 
county property taxes for schools are disappearing. 

The declining importance of property taxes in local support for 
schools and other governmental functions is due in part to exemptions 
and restrictions adopted during the great depression. The failure of 
assessments to adjust to the high price level of the postwar years has 
relieved the burden of property taxes. Yet most of the exemptions of 
restrictions have not been removed or modified. Some states have taken 
steps to rehabilitate the tax and liberalize the restrictions, especially 

` those relating to school support and school debt. 

The property tax has an important place in a sound revenue pro- 
gram for schools. It can be administered in school districts regardless 
of size. It has a substantial yield. It provides stability. Public schools are 
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vitally concerned in modifying the tax to fit modern economic con- 
ditions and bringing about urgently needed reforms in assessment and 
collections. Exemptions should be reappraised. Reforms should be 
evaluated (in part at least) as to their effects upon the initiative and 
independence of local school units. 
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CHAPTER VII 


Local Nonproperty Taxes 


for Schools 


In the past, localities and school districts in many states have been 
authorized to levy certain minor nonproperty taxes, such as poll taxes 
or license fees. As states began to develop the more productive non- 
property taxes, it was assumed for a long time that such taxes would 
have to be administered and collected by the states. Localities were as- 
sisted through state tax sharing or gtants-in-aid. Where state col- 
lected-locally shared taxes or grants-in-aid have been provided for 
local government in general and local school support has been pro- 
vided from local general fund appropriations, local tax support for 
schools has been derived in part from shared taxes, On the other hand, 
fiscally independent or dependent school districts levying separate 
property taxes have benefited only to the extent that such shared taxes 
have increased their property-tax leeway. State collected-locally shared 
taxes and grants for general government are subject to serious limita- 
tions as revenue sources for both government and schools. A more 
recent development has been that of allowing localities to adopt taxes 
formerly reserved to the states, with collection by either the state or 
the locality. This policy has certain advantages, but is subject to some 
of the limitations of shared taxes plus certain other weaknesses. 


OLDER LOCAL NONPROPERTY TAXES FOR SCHOOLS 
TYPES OF TAXES 


Most states at various times have authorized school districts or other 
local units of government to supplement property taxes with other 
166 
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taxes for schools. One of the oldest and most common is the school 
poll or per-capita tax which probably originated as an alternative to 
boarding the teacher.’ The poll tax still persists in about half the states 
for schools or highways.” Pennsylvania school districts, e.g., are per- 
mitted to levy a school poll tax. School poll taxes are still found in 
Indiana, Kentucky, Mississippi, North Dakota, and Wyoming. In some 
of the New England states the poll tax provides part of the town or 
city revenues from which school appropriations are made. Arkansas 
has returned poll taxes to the district in which they were collected for 
school support. 

Some states from time to time have provided other local nonprop- 
erty taxes for school support. Illustrations include these: (1) Mas- 
sachusetts has returned the dog tax after deducting the cost of collec- 
tion to the towns and cities where it must be used for public schools 
or libraries; (2) Massachusetts and Maine make town or city school 
appropriations from motor vehicle excises; (3) Arkansas at one 
time had an optional local sales tax for schools, payment of which was 
optional with the taxpayer; (4) Alabama has authorized at least one 
county to levy a gasoline tax for school support. 

Financial reports for Florida, New Hampshire, New Mexico, New 
York, and South Carolina show small percentages of local school taxes 
from nonproperty tax sources. The reports do not show what taxes 
supplied the revenues. However, Florida counties can collect license 
taxes; New Hampshire towns and cities can tax banks; New Mexico 
counties have merchants’ licenses and taxes on oil or gas production; 
New York cities have taxed public utilities; and counties in South 


Carolina have a poll tax. 


REVENUE YIELD 


None of these older local nonproperty tax sources for schools have 
been very important fiscally. Total poll taxes for school districts, 


cities, towns, and counties account for a fraction of 1 percent of total 


local tax revenues. In 1948 all but nine states reported local or county 


1H. M. Groves, Financing Government (1945), p. 346. 


2H. L. Lutz, Public Finance (1936), pp: 464-466. ioe d 
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school revenues from nonproperty sources; but all except six received 
a very small part of school revenues from these. The highest percent- 
ages of total local revenues from nonproperty sources were about 10 
percent in Kentucky, 12 percent in Louisiana, 10 percent in Ne- 
braska, 12 percent in Oklahoma and South Dakota, and 15 percent 
in Virginia. The others average about 3 percent." 


APPROPRIATIONS FROM OTHER LOCAL UNITS 


In this section, the discussion will deal with shared nonproperty 
taxes or unearmarked grants for local government from nonpropetty 
tax sources that become a part of a local appropriation for schools 
from a local governmental unit other than an independent school 
district. Shared taxes and grants for school districts will be taken up 
in chapter XI. 

It is oftentimes difficult to distinguish between state grants-in-aid 
and state collected-locally shared taxes. Sometimes the distinction is 
based upon whether or not the funds are earmarked for specific pur- 
poses. Shared taxes, however, are sometimes dedicated to particular 
functions and some grants-in-aid are not earmarked for specific func- 
tions. The distinction must be based upon how the amount to be given 
the locality is to be determined. Where the amount depends entirely 
upon the yield of a particular tax or groups of taxes, the policy is 
that of tax sharing. Usually a fixed percentage of the yield is shared. 
Need for funds, maintenance of minimum service levels, or ability to 
pay do not enter into tax sharing. It is not dependent upon appropria- 
tions as are grants-in-aid. 


DEVELOPMENT 


Prior to 1900 shared taxes were limited to corporation taxes with 
about a fourth of the states sharing this tax with the localities. The 
number of states sharing the tax increased to forty-four by 1930. After 
1910 motor-vehicle taxes and after 1920 motor-fuel taxes were shared 
by about half the states. The number of states sharing taxes on com- 


4U. S. Census Bureau, Finances of School Districts, 1942, p. 3, and Council of 
State Governments, The Forty-Eight State School Systems, p. 225. 
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mon carriers, income, and other sources also increased after 1920. By 
1930 forty-four states were sharing 142 taxes with localities. 

The states that have done the most in sharing state taxes with 
local units of government are Massachusetts, New York, and Wis- 
consin. However, New York substituted a system of grants-in-aid for 
general government in cities, counties, towns, and villages for shared 
taxes in 1946. Massachusetts and New York have tended to avoid ear- 
marking shared taxes for specific purposes. Wisconsin has returned 
nearly all of the income tax to local governments without earmarking. 
Connecticut, Kentucky, Maine, New Hampshire, and Vermont have 
tended to use shared taxes for general local government.’ 


RELATIONSHIP TO SCHOOL SUPPORT 


In fiscally dependent school systems where schools are supported 
by appropriations rather than separate school taxes, shared taxes or 
grants-in-aid not earmarked for specific purposes are a source of local 
public school revenues. With few exceptions public schools in the 
New England states (Connecticut, Maine, Massachusetts, New Hamp- 
shire, Rhode Island, and Vermont) are supported as a part of city or 
town government. School support in Maryland, Mississippi, New 
Mexico, North Carolina, Tennessee, and Virginia is closely related to 
county or municipal support. Indiana, Michigan, Montana, Nevada, 
Ohio, Oklahoma, and Washington have fiscally dependent school 
boards but they generally have separate school tax levies; their fiscal 
dependence generally arises from overall tax limits. Some school 
systems are fiscally dependent in Alabama, Florida, New Jersey, New 
York, Oregon, Texas, and Wisconsin. Atlanta, Louisville, and St. 
Paul are fiscally dependent city school systems, although most school 
systems in Georgia, Kentucky, and Minnesota are independent. In the 


remaining states all school systems are independent.’ 
Massachusetts serves as a good example of the use of state collected- 


5 Ruth C. Hutchinson, State Administered Locally Shared Taxes (1931), p. 36. 


6R, J. Hinckley, State Grants-in-Aid (1935), p. 55. 
1N. B. Henry and J. G. Kervin, Schools and City Government (1938), p. 60; 
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locally shared revenues as a local source of public school revenues. 
The public schools are supported by appropriations from town or city 
except in Boston. The state shares over 40 percent of its revenues with 
the towns or cities: (1) the income tax less the cost of collection, (2) 
five-sixths of the normal corporation tax, (3) part of the normal tax 
on public utilities, (4) one-third of the tax on meals, and (5) part 
of the gasoline tax, taxes on boxing matches, alcoholic beverages, and 
racing. The total amount of shared taxes reached about $46 million 
in 1930 and 1942, but the levying of a state property tax reduced the 

- net amount distributed. The net amount was nearly $39 million in 
1930 and nearly $32 million in 1942. Part of the funds are earmarked 
for specific purposes: (1) about $5 million for teacher salaries (really 
a grant-in-aid), (2) the proceeds of the tax on meals are earmarked 
for old age assistance—about $200,000 in 1942, (3) the highway 
revenue, although designated for highway purposes, is in reality 
lumped with other shared taxes. So the net amount shared for general 
government in 1942 amounted to about $25 million, derived mostly 
from the income, corporation, and gasoline taxes—shared largely in 
proportion to the state property tax paid by each local unit. This 
amount equals about 10 percent of total local town and city revenues, 
excluding grants-in-aid, from which local school appropriations were 
made. 

In New York State shared taxes for general government and the 
recently adopted per-capita grants for local government that have re- 
placed them become a source of school revenues in only a small num- 
ber of school systems. Like Massachusetts, over 40 percent of the 
state revenues ate devoted to local assistance; but aggregate shared 
taxes in 1945 amounted to only $94 million or 16 percent of state 
tax collections and less than 10 percent of total local revenues.” The 
public schools in New York City, Albany, Buffalo, Rochester, 
Sycracuse, and Yonkers probably derived 10 percent or less of their 
local school appropriations from shared taxes. Most other city school 
systems and all of the school districts in counties have separate property 


8 Massachusetts, Report of Special Commission on Real Estate Taxation and Re- 
lated Matters (1945), pp. 269 ff. 
? Report of New York State Tax Commission (1945), pp. 77, 159-160. 
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tax rates for schools and do not receive appropriations from city, 
county, town, or village governments. Hence, shared taxes have not 
become part of their local revenues. 

The status of shared taxes as a source of local school revenues in 
Wisconsin is very similar to New York in that few, if any, school 
systems are supported by local appropriations. In 1942 Wisconsin 
tanked highest in the percent of state revenues earmarked for local 
assistance. Milwaukee, however, has fiscal independence in taxation, 
although some of the smaller cities like Racine have a certain degree 
of dependence. Other school systems generally are independent.” 

Among the city school systems in other states that probably derive 
part of their local revenues from shared taxes are Atlanta, Baltimore, 
Chattanooga, Providence, and St. Paul. Schools in Connecticut and 
Maine may get a small amount of local revenues from shared taxes. 
On the other hand, cities in Indiana, Michigan, and Ohio usually have 
separate school tax rates although they may be otherwise fiscally 
dependent.” 


LIMITATIONS OF STATE TAX SHARING 


Many of the state collected-locally shared taxes are distributed ac- 
cording to the original amount collected in the local unit.” This prac- 
tice leaves differences in fiscal abilities as they are and merely in- 
creases inequalities in services. Where the allocation is made upon 
property valuation or property tax collections the same results follow. 
Communities deriving their taxable resources from other communities 
receive the greatest state assistance. It is impossible to determine the 
true local source of taxes. The population, area, or highway mileage 
bases provide only a very crude correction for fiscal differences or 
service needs.” 

Shared taxes are allocated uniformly to all units according to an 
arbitrary formula. The amount received by all units varies according 
to the tax yield rather than changes in fiscal requirements. Local 
prudential control over the funds is minimized by the fact that the 

1 Henry and Kerwin, op. cit, pp. 7-8. 

1 Ibid., pp. 55-57. 


2 W, J, Shultz, American Public Finance (1938), p. 671. 
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state unit levies the taxes and the state formula determines the al- 
location received annually. Instability fosters careless budgeting of 
shared revenues.” Accurate budgeting of shared taxes is impossible 
because the amount received varies from year to year depending upon 
the amount of collections. Localities lacking the flexibility of central 
governments in tax policy receive the smallest amounts of shared 
taxes when their property tax yields are dwindling. On the other 
hand, shared taxes overcome some of the inflexibility of the property 
tax base during inflation.” 


NEW MUNICIPAL TAX SOURCES 


The growth of suburbs, the decline of central cities, falling property 
valuation, property tax limits, property tax exemptions, rising price 
levels, mounting expenditures, and high property-tax rates have forced 
cities to seek new sources of tax revenues." The movement began 
during the depression and has been spreading rapidly during the post- 
war inflationary period. Taxes formerly administered by states are being 
taken over by municipalities. These taxes have replaced the property 
tax in fiscal importance in some cities. In fiscally dependent city 
school systems supported by appropriations, such revenues are used 
for school support. In other cities they often provide more property- 
tax leeway for school support. 


GROWTH OF MOVEMENT 


The development of new nonproperty taxes for municipal govern- 
ment began in 1934 when New York City was authorized to levy a 
2 percent sales tax to finance its relief burden. The city also was au- 
thorized in 1934 to tax public utilities, personal property, gross re- 
ceipts, and inheritances. In 1938 a conduit tax and a cigarette tax were 
substituted for the inheritance tax. In 1941 a compensating use tax 
and in 1942 an occupancy tax were added. The cigarette tax was 
dropped in 1941 and the sales-tax rate was reduced to 1 percent. In 
1946 it was again raised to 2 percent and the city was given power to 


14 Ibid., p. 90. 

15 Ibid., pp. 90-91. 

16 See Tax Institute, Tax-Hungry Cities (Tax Policy, March, 1946); and Taxing 
the Fluid Population (Tax Policy, Aug., 1947). 
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tax hotel rooms and parimutuel betting. In 1947 and 1948 the city 
was further authorized to tax the sale of food and drink in cafes, bars, 
restaurants, and similar places where the charge to the patron exceeds 
one dollar, to tax public utilities, to tax retail liquor establishments, 
to tax admissions and amusements, to tax coin machines, and to tax 
motor vehicles. At the present time the city has the power to tax at 
least fourteen sources other than real property.” 

New Orleans adopted a sales tax in 1936 followed by Philadelphia 
in 1938. Philadelphia replaced it with a 1.5 percent payroll tax in 
1939 which has been continued since then with the tate reduced to 
1 percent since 1943. The city also has a local liquor tax, an admissions 
tax, and amusement tax plus certain other minor tax sources. In 1940 
Washington, D. C., enacted a city income tax and New Orleans 
adopted its present 2 percent sales tax. Washington also has taxes 
on motor vehicles, gasoline, insurance, estate and inheritances, liquor, 
and other sources. New Orleans has added liquor, gasoline, chain 
stores, and licenses to its tax sources.™ 

Since 1940, especially in recent years, the movement has spread 
rapidly. Business licenses or occupation taxes have become part of the 
revenue systems in many southern and western cities. West Virginia 
(1947) and New York (1948) authorized local business or oc- 
cupation taxes. Sales taxes have been adopted by most California 
cities. Illinois, New Jersey, and New York (1947) authorized local 
sales taxes. Most cities in Washington since 1943 and Ohio and Penn- 
sylvania since 1947 have adopted admissions taxes. Maryland, New 
Jersey, North Carolina, Tennessee (1949), and Virginia (1947) 
authorized such a tax. Many municipalities in Maine, Massachusetts, 
and Washington and at least ten other states tax motor vehicles. Local 
cigarette taxes are common in Alabama, Florida, Missouri, and New 
Jersey. All cities in New York levy utility taxes; and counties or cities 
over 25,000 can levy a number of business and consumption taxes. 
Pennsylvania (1947) authorized local governments to levy a variety 


of nonproperty taxes. Municipal liquor licenses are authorized in 
Report of New York State Tax Commission (1945), p. 73; Laws of 1947, 
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over half the states, West Virginia being added in 1947. Most munici- 
palities in Louisiana have local liquor taxes. The number of cities 
adopting other new local taxes increases every year. In 1945 alone, 
over 230 cities adopted new local taxes. By 1946, 242 cities reported 
local gasoline taxes; 176, taxes on utilities; and 35, cigarette taxes, 
By 1948, 390 local governments had admission taxes, 158 had in- 
come taxes, and 90, sales taxes. By 1949 the number had risen to 405 
(cities over 10,000). Over $200 million was raised by these taxes in 
1948." 


TYPES OF NEW MUNICIPAL TAXES 


Practically every state tax source has been exploited by munici- 
palities: income, general sales, gross receipts, business or occupation 
licenses, motor vehicle and fuel, liquor, admissions, tobacco, public 
utilities, hotel rooms, horse racing, real estate transactions, oil wells, 
vending machines and amusement devices, luxury taxes, airports, and 
transportation and service charges. 

The local income, general sales, and gross receipts taxes by them- 
selves are large revenue producers, (1) At least eighty-five cities and 
other local units now have local income taxes, most of them in Penn- 
sylvania. St. Louis, Toledo and Columbus recently adopted the in- 
come tax. Like Philadelphia and Washington, they tax income earned 
in the city regardless of residence. The tax applies to both personal 
and business income with rates varying from 0.5 percent in St. Louis 
to 5 percent in Washington, D. C., the typical rate being 1 percent. 
(2) Los Angeles, San Diego, Oakland and San Francisco, California, 
and Syracuse and Erie County, New York, are among the larger places 
recently adopting the local sales tax. Rates vary from 0.5 percent to 
2 percent.” (3) The gross receipts tax, which in some instances is vety 
similar to the sales taxes in operation and yield, is a most important 
source of nonproperty local tax revenues. Monroe County in New 


1 Taxing the Fluid Population (Tax Policy, Aug., 1947), p. 5; City Tax Legis- 
lation in 1947, op. cit, pp. 3-5; A. M. Hillhouse, 1947 Supplement to Where 
Cities Get Their Money, pp. 1 fi., and Public Administration Clearing House, News 
Releases. 

7 Tax Institute, Popular Release, Nos. 134-135, Feb. 14, 1947; No. 1, Dec. 6, 
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York State recently adopted such a tax. Some variation of the tax is 
found in such large cities as Detroit, Boston, St. Louis, Kansas City, 
Louisville, Birmingham, Minneapolis, New York City, San Francisco, 
Seattle, Richmond, and Los Angeles as well as in many smaller cities, 
particularly in the south. Rates are determined by such factors as 
gross receipts, sales, or purchases, number of employees, number of 
customers, floor space, street frontage, and type of business.” 

The admissions tax potentially could become an important source 
of local revenues. The federal government is deriving approximately 
$450 million from this source and the states over $100 million. These 
are relatively unimportant sources for the federal and state units. If 
both relinquished the tax to localities, the yield would equal or exceed 
the revenues now obtained from all local nonproperty taxes. This was 
recommended by the Joint Committee on the Coördination of Federal, 
State, and Local Taxation.” 

The other taxes individually are not so important, but the tendency 
is to adopt them in clusters. Baltimore has had an automobile tax, 
corporation tax, utility tax, tax on real-property transactions, a pari- 
mutuel tax, a cigarette tax, a liquor tax, and a tax on amusement de- 
vices. Chicago has special taxes on admissions, insurance companies, 
juke boxes, liquor establishments, barber shops, florists, restaurants, 
milk companies, filling stations, motor vehicles, convalescent homes, 
amusement devices, and currency exchanges. Boston has taxes on 
business, liquor, and motor vehicles. St. Louis, Kansas City, and Bir- 
mingham in addition to business licenses have taxes on motor fuels 
and cigarettes. St. Louis also has a liquor tax, an admissions tax, and an 
amusement tax. Los Angeles not only has a sales tax, a business and 
professional tax, but also a liquor tax and a tax on amusement devices. 
Seattle, in addition to business licenses, has an admissions or amuse- 
ment tax, Louisville supplements its licenses with a motor vehicle tax. 
Providence has a tax on hotel rooms and cigarettes.” 


21 Public Administration Clearing House, News Releases, 1946-1948, and A. M. 
Hillhouse and M. Magelssen, Where Cities Get Their Money ( 1945). r 

22 Joint Committee of the American Bar Association, the National Tax Associa- 
tion, and the National Association of Tax Administrators, The Coördination of 
Federal, State, and Local Taxation (1947), pp. 92-93. 

23 Ibid. 
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REVENUE YIELD 


New nonproperty taxes have replaced the local property tax as the 
major source of local tax revenues in some cities. In others they have 
provided a large measure of property tax relief. In New York City, 
Chicago, Louisville, Portland, and Buffalo only about 20 percent of 
local tax receipts are derived from nonproperty local taxes. Baltimore 
and St. Louis have obtained about a third of their revenues from local 
nonproperty taxes. Denver, Columbus, Atlanta, Milwaukee, Los 
Angeles, Kansas City, Philadelphia, and Seattle have obtained around 
40 percent or more of their revenues from nonproperty taxes. Wash- 
ington, D. C., Birmingham, and New Orleans, on the other hand, have 
derived over half their local funds from nonproperty taxes.” Recently 
adopted local taxes will reduce the importance of the property tax in 
most large cities and many of the smaller cities. 


ADMINISTRATIVE PROBLEMS 


The successful administration of the new local. taxes depends upon 
such factors as the size of the city, the character of its economy, its 
competitive status with other cities, the extent of its metropolitan or 
suburban area, federal and state fiscal policies, and the confidence of 
the people in the general administration and expenditure program of 
the city. Resort cities generally find business licenses, general sales, or 
commodity taxes easy to administer. Generally, the cost of collecting 
the local admissions, gasoline, sales, and business or occupation taxes 
is relatively low, ranging from 1 to 2 percent of tax collections. More- 
over, it is possible to use state tax-collection facilities. In Louisiana 
the state collects the liquor tax for municipalities. 

The new taxing powers present serious dangers for cities. They 
probably will increase the hazard of migration both by residents and 
industries, which is largely responsible for bringing the new taxes into 
being. Temporarily, they may be able to shift some of their tax burden 
to transients, outside buyers and shoppers, and commuters. Ultimately, 
intercity and city-suburban tax competition may plague local units 


24 Tax Systems (11th ed.), pp. 266 ff., and Hillhouse and Magelssen, op. ct. 
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just as it has states. The resulting federal, state, and local tax con- 
flicts will annoy the taxpayer and embarrass all units of government. 
Already the Council of State Governments through its committee on 
state-local relations has warned of the dangers of these conflicts, the 
heavy reliance on regressive taxes, and the limitations of small units 
for administering the taxes. They recommend the new taxes only for 
large cities.” 


EFFECT ON CITY SCHOOL REVENUES 


In certain fiscally dependent city school systems where the school 
board derives its funds from appropriations out of total city revenues, 
the new local taxes become a source of school revenues. Thus, about 
15 percent of city school taxes in New York City may be derived from 
nonproperty taxes. In Baltimore at least 25 percent of local school tax 
revenues may come from nonpropetty tax sources. Buffalo also may 
obtain about a fourth of its local school revenues from a sales tax. 
Providence schools share in the local hotel and cigarette tax because 
the schools are allotted 35 percent of city revenues. In fiscally in- 
dependent school systems, Or dependent school systems with separate 
school taxes, schools do not share directly in the new nonptopetty taxes. 
Thus, in 1945 the Philadelphia schools received all of their local tax 
support from property taxes. Birmingham, Kansas City, Louisville, 
Denver, Seattle, and St. Louis have separate school taxes.’ Neverthe- 
less, in all such cities the new taxes may provide indirect help for 
schools by releasing property-tax leeway for school support. 


NEW LOCAL TAXES FOR SCHOOLS 
Two states recently have made locally administered nonproperty 
taxes available for schools—New York and Pennsylvania. The New 
York law (1947) does not increase the taxing powers of school units, 
but provides for sharing certain county taxes among school districts. 
The Pennsylvania law (1947) broadens the taxing powers of local 
school government. 


25 Council of State Governments, State-Local Relations (1946), pp. 126-128. 
20 Henry and Kerwin, op. cft, PP- 56-57. 
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THE NEW YORK LAW 


New York State in 1947 empowered counties outside the City of 
New York to impose a number of taxes for educational purposes 
only.” As amended in 1948 the statute no longer limits the taxes to 
educational purposes. The levying of the taxes, the selection of the 
taxes to be levied, and the fixing of the rates within the limits es- 
tablished by law are functions of the county board of supervisors. 
School districts have no control over the taxes. Two or more counties 
or cities may enter into codperative arrangements to levy and ad- 
minister the taxes. Cities of over 25,000 population may levy the 
taxes. However, the maximum rates fixed by law for any tax apply to 
county and city taxes taken together.” 

The following county taxes are authorized for municipal and/or 
educational purposes in New York: 

1. A retail sales and/or use tax on tangible personal property, not 
exceeding 2 percent, with foods, food products, drugs, malt beverages, 
medicines, eyeglasses, newspapers and periodicals, cigarettes and cer- 
tain other sales excepted; 

2. A tax on receipts from the sale of food or drink in restaurants, 
cafes, bars, and other establishments not exceeding 3 percent where 
the charge to the patron exceeds one dollar; 

3, A tax not in excess of 3 percent of the charges for gas, electricity, 
telephone, telegraph, and certain other public utilities; 

4, A tax on retail liquor licenses not exceeding 25 percent of the 
amount of the state fee for the license; 

5. An admissions or amusement tax applying to theatres, operas, 
social and athletic or sporting clubs, roof gardens, cabarets, or other 
public places of amusement supplying public entertainment for profit, 
not exceeding 5 percent of the charge for admissions, entertainment, 
dues, service, refreshment, or merchandise excepting race tracks, box- 
ing, sparring, or wrestling events, and lodge or fraternal societies, 

6. A tax on vending machines for vending tangible personal ptop- 
erty, amusement devices, and other machines vending property Of 


27 Laws of 1947, Ch. 278. 
28 Laws of 1948, ch. 651. 
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services at a rate not exceeding $25 a year for each machine or device; 

7. A tax on the use of noncommercial passenger motor vehicles 
owned by residents of the county at a rate not exceeding $5.00 a year 
for each vehicle weighing less than 3500 pounds and not exceeding 
$10.00 a year for a vehicle weighing over 3500 pounds; and a tax on 
the use of trucks, buses, and other commetcial vehicles used principally 
in the county at a rate not exceeding $10.00 a year per vehicle except- 
ing those used in agriculture; 

8. A gross receipts tax upon a business, trade, profession, vocation, 
or commercial activity in the county, except a financial business, at a 
rate not in excess of three-tenths of a percent (three-fifths of a percent 
for a financial business, with certain exceptions); and 

9. A tax on the occupancy of hotel, apartment, or lodging house 
rooms not exceeding 5 percent of the rental. 

The potential yield of the sales, liquor, motor vehicle, and admis- 
sions taxes in the counties outside of New York City is estimated at 
$83 million for 1947°—over 30 percent more than 1946 state 
school aid in these counties and about 10 percent less than their total 
property taxes for schools for 1946. In 1946 total school aid amounted 
to $63 billion in the 57 counties and total school property taxes to 
about $95 million. 

The county is not a basic unit for school administration in New 
York State. If any county adopts any of the taxes for schools, the 
monies collected, after deducting the cost of collection, are appor- 
tioned to all school districts according to average daily attendance. 
This is county tax sharing. 

The method of apportionment is not fiscally sound, All school dis- 
tricts receive the same amount per pupil regardless of fiscal ability, 
property tax effort, or fiscal need. Some will get more than they require, 
others will not get enough. The amount coming to a school district 
cannot be predicted in advance and budgeted. The amount of county 
sharing per pupil varies from year to year depending upon the tax 
yield, the cost of collection, and attendance trends in other districts. 

The method of apportionment also results in inequalities among 


29 Mabel L. Walker and W. Cocking, The Potentialities of Local Non-Property 
Taxes As Fiscal Instruments in New York State (1947). 


180 Financing Public Schools in the United States 


school districts. There is no allowance for the higher costs in second- 
ary schools. Elementary districts receive as much aid per pupil as high 
school districts. High school districts with a high proportion of pupils 
in secondary school get no more than districts with a high proportion 
in elementary schools. Districts that have low pupil-teacher ratios re- 
sulting from sparsity of population are penalized.” 

Since these taxes would be levied without regard to any measure 
of taxpaying ability such as value of property or income, it is not easy 
to measure the inequalities in the tax burden. Disregarding differences 
in fiscal ability as measured ‘by income or economical assets, the new 
tax program would still create unequal tax burdens to finance any 
given state mandate. The New York State mandated salary law in the 
elementary schools will require an average expenditure of about $100 
a pupil above the $100 upon which state aid was calculated at the 
time the county tax law was passed. To raise this amount under a 
sales tax in 1939 would have required a 32 percent rate in Hamilton 
County, a 20 percent rate in Lewis and Washington counties, and a 
15 percent rate in Allegany, Schuyler, and Seneca counties, On the 
other hand, a 2 percent rate would have been almost enough in Al- 
bany County. 

The county tax sharing plan for schools, if properly coördinated 
with an adequate state equalization program, would have certain 
advantages. To accomplish this integration: (1) State aid should be 
calculated upon allowances which would enable all school districts 
to finance state mandates and provide a defensible minimum Jevel of 
schooling; (2) Each county should be required to levy one or more 
of the new taxes at uniform rates; (3) The yield of the county tax 
should be apportioned to school districts by the same pupil measures 
used for apportioning state support; (4) Each school district might 
also be required to levy a property tax at a moderate, uniform rate; 
(5) Where the yield of the local property tax plus the county ap- 
portionment from the other tax or taxes would not produce the al- 
lowance for equalization purposes, state aid would be provided to 
make up the difference. In this way, the new local taxes could be used 


30 See A. J. Burke, Inequalities Under the County Educational Tax Law (Public 
Education Research Bulletin, Vol. VII, No. 1, May, 1947). 
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to provide greater leeway for local autonomy under the school district 
property tax. The tax burden placed upon the state for equalization 
would be reduced. The local tax burden for support of the equalization 
program would not be completely equalized within the county, but 
as between counties it would be. The limitations of intercounty com- 
petition and fiscal inequalities would be overcome somewhat. 

There are two other possible ways of integrating the county tax 
sharing program with an equalization program; both require that the 
levy of one or more of the nonproperty taxes at specified rates be 
mandatory upon counties. Under the first plan, the share apportioned 
to the school district, using the same pupil measures used for state 
support, would be used to reduce the rate of local property taxation 
required for support of equalization allowances. This plan would not 
attain equity in the local burden of tax support among school dis- 
tricts except where fiscal capacity as measured by the property tax 
correlated highly with the share received from the county tax. The 
second plan would require counties to allocate to every school district 
from nonproperty tax sources the equivalent of the yield of a specified 
rate of taxation on full valuation of property in the district. Like the 
first, it would not necessarily mean equity in the local burden of sup- 
port among school districts. It would mean unequal burdens among 
counties.** 

Since the county is not the basic unit for school government in 
New York State and since most city school districts are fiscally in- 
dependent of municipal government, the law does not give school 
districts a new source of revenues for local initiative. Any school dis- 
trict coming under the law becomes fiscally dependent upon the county 
unit. The source of initiative, therefore, lies in the county, not in 
the school district. The only way to make the county tax revenues 
available to school districts to supplement equalization support is to 
make it mandatory for counties to levy the taxes and to apportion the 
money to school districts according to a prescribed formula—prefer- 
ably the pupil measures used in apportioning state school monies. 


31 P, R. Mort, Fiscal Policy for Public Education in the State of New York 
(1947), pp. 107 f. 
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THE PENNSYLVANIA LAW 


Pennsylvania in 1932 authorized cities to levy any tax or license 
fee not levied by the state unit. A law passed in 1947 extended these 
powers to cities, boroughs, towns, townships, and school districts. The 
aggregate of such nonproperty taxes cannot exceed the amount the 
unit of government is authorized to levy under the property tax. When- 
ever the state adopts any tax being levied by a local unit, the local 
tax is repealed effective at the end of the current fiscal year of the 
local unit.” 

This law probably gave school districts the broadest taxing power 
ever given local school units by any state, since all school districts are 
fiscally independent in Pennsylvania. The Philadelphia school board 
has adopted a mercantile levy on wholesale and retail sales, a personal 
property tax, and a business license tax which are estimated to produce 
$5 million a year. The city school system has derived about $30 mil- 
lion a year from real property taxes. Pittsburgh’s school district also 
has adopted a mercantile tax expected to produce about $1 million 
a year. Pittsburgh also levies the per-capita school tax at the rate of 
$5.00 for each adult, a tax which has been authorized for school dis- 
tricts in Pennsylvania for a long time. Other school districts in Penn- 
sylvania are utilizing a variety of nonproperty taxes under their 
broad grant of power. In 1948 over twenty school systems had a local 
income tax similar to that levied in Philadelphia for municipal put- 
poses. Among the other taxes used for school purposes are admissions, 
sales, severance, and rentals. 

Amendments adopted in 1949 prohibited local taxes on coal and 
other natural resources, manufactured and farm products, and pet- 
sonal property except in Pittsburgh. School districts are prohibited 
from collecting wage rates on nonresidents. Double taxation was 
regulated. Ceilings were placed on various taxes as follows: 


1. Per-capita poll or other similar head taxes $10. 

2. On each dollar of the whole volume of business transacted by whole- 
sale dealers in goods, wares, and merchandise, 1 mill; by retail dealers 
in goods, wares, and merchandise, and by proprietors of restaurants Of 
32 House Bill No. 800. 
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other places where food, drink, and refreshments are served, 114 mills, 
except in cities of the second class where rates shall not exceed 1 mill 
on wholesale dealers and 2 mills on retail dealers and proprietors; no 
such tax shall be levied on the dollar volume of business transacted by 
wholesale and retail dealers derived from the resale of goods, wares, 
and merchandise taken by any dealer as a trade-in or as part payment 
for other goods, wares, and merchandise except to the extent that the 
resale price exceeds the trade-in allowance. 

3. On wages, salaries, commissions, and other earned income of individ- 
uals, 1 percent. 

4. On retail sales involving the transfer of title or possession of tangible 

personal property, 2 percent. 

. On sales involving the transfer of title of real property, 1 percent. 

6. On admissions to places of amusement, athletic events, and the like, 10 
percent. 


o 


POTENTIALITIES FOR LOCAL INITIATIVE 


The analysis of the property tax as a basis for local initiative in 
school government has shown that school units have been handicapped 
by the overall property tax burden, property tax limits, and debt 
limits based upon the assumption that debt service had to be met by 
property taxes. In a period of inflation local units are handicapped by 
the sluggishness of the property tax base in adjusting to changed 
values. Although property tax reform would increase the effectiveness 
of the tax as a fiscal instrument for local school government, the prob- 
lem of overlapping units taxing the same source will remain. Nor 
does the property tax any longer enable local units to reach their own 
resources independently.” The vitality of local school government will 
depend upon freeing all or a large part of the property tax base for 
school support or the finding of other sources of local taxation. 

Another important justification for extending the taxing powers of 
localities is that personal property has escaped taxation under the 
property tax either through administration or law. Under our economy 
personal property has grown in importance, sometimes equaling or 
exceeding the value of real property. Personal property has taken on 


myriads of forms and it is physically impossible to tax it under property 
88 Committee on Intergovernmental Fiscal Relations, Federal, State, and Local 
Governmental Fiscal Relations (1943), pp. 413 ff. 
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tax institutions. It is far better to attempt to tax such property at the 
time of sale rather than to attempt to tax it year after year through an 
assessment procedure. 

In reviewing the place of local nonproperty taxes in the financing 
of public schools, two basic considerations must be understood. (1) 
The federal and state units are responsible for assuring a reasonable 
minimum or foundation program of school services. No community 
is educating only its own citizens under modern conditions of mobility 
of population. Where lack of fiscal capacity prevents localities from 
maintaining an acceptable level of schooling with a reasonable tax 
effort, central governments must supplement local taxes. (2) Local 
units must assume responsibility for supporting variations from and 
extensions of the basic program guaranteed by central governments. 
Innovations and higher standards should be financed from local tax 
resources. No state can meet its responsibility for equalization through 
the granting of increased taxing powers to school districts. 


FREEING THE PROPERTY TAX BASE 


The real property tax probably is the only tax with a large yield 
that can be administered by the typical unit of school government. 
It is well suited for the units of government where the citizens vote 
upon the budget in a district meeting, since the rate can be varied 
from year to year to meet the budgetary requirements of the year. 
The nonproperty local taxes with any significant yield can be ad- 
ministered well only by large units such as a county or a large city. 
Hence, the best possible use of the locally administered nonproperty 
taxes would be to free the property tax base for school government. 
Counties might withdraw from property taxation as most states have 
done. Municipalities might turn over part of their property tax base 
to city school districts and levy nonproperty taxes in their place. This 
was proposed as the best solution in New York State.** 


DIRECT USE FOR LOCAL INITIATIVE 


The Pennsylvania law provides for the direct use of local non- 
property taxes by school units for local initiative.” No other local 


84 Mort, op. cit, p. 103. 
35 Tax Institute, More State Aid or More Local Taxes (1948). 
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unit of government exercises any control over the amount to be raised, 
the taxes to be utilized, or the rates to be established. The New York 
law, on the other hand, gives no additional taxing powers to local 
school districts for the exercise of local control. The school districts 
become fiscally dependent upon county government under the local 
tax program. The county makes the ultimate decision as to amount, 
taxes, and rates. What the school districts receive depends upon a tax- 
sharing device and not upon the local school budget. The New York 
statute, therefore, is subject to all of the limitations of shared taxes. The 
only way the New York law could be administered for the financing of 
local initiative in school districts is to require counties to levy certain 
taxes at specified rates and to apportion the money to school districts 
according to an objective and equitable formula written into state 
law. Such monies then would be used to supplement the basic 
equalization program or to create tax leeway for initiative by reducing 


the school propetty tax rate. 


LIMITATIONS OF SUCH LOCAL TAXES FOR SCHOOL SUPPORT 


Nonproperty, local taxes for school districts by themselves are sub- 
ject to many limitations as a source of public school revenues. They 
do not correct differences in fiscal capacity and the inequalities in 
services and tax burdens. They do not provide property tax relief 
where it is most needed. They increase intercommunity and federal, 
state, and local tax conflicts. They may involve inefficient and costly 
tax administration and increase inconvenience to the taxpayer. Under a 
law like that adopted in New York, taxpayers associate school ex- 
penditures with the new taxes, but other local units can increase their 
expenditures without increasing the existing property tax burden. 
Municipalities share in the benefits, but school systems get the blame 
for the taxes. 

Public education is not a purely local function. No local unit is 
educating only its own future citizens. It will receive citizens from other 
localities, it will send its youth to other communities. Cities in partic- 
ular depend upon rural migration to maintain their economic systems 


and populations. Citizens in all communities participate in state gov- 


36 Mort, op. cit, p: 107. 
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ernment. Every locality, therefore, is concerned with educational pro- 
visions and standards in every other section of the state and education 
becomes a state responsibility. Our state constitutions, laws, and court 
decisions have recognized that public education is a state responsibility. 
Under this doctrine, legislatures have mandated compulsory school- 
ing, educational provisions, qualifications of teachers, teachers’ salaries, 
and numerous other requirements affecting schools and their manage- 
ment. School boards and school districts were created as state agencies 
of local jurisdiction, a fact that has been recognized in many court 
decisions. At the very time that the legislature adopted the county tax 
program in New York it recognized education as a state responsibility 
by mandating minimum salaries for teachers. 

The implication of home rule is that the state will finance its man- 
dates completely or pay the cost of meeting the mandates over a rea- 
sonable and moderate local tax. Only if this policy is pursued are lo- 
calities free to exercise home rule, because when state mandates require 
a disproportionate share of local taxes, there is little local taxing power 
left for home rule. The authorization of new local taxes by itself, 
therefore, does not enhance home rule even in states that give school 
districts added taxing powers. The state either must repeal all manda- 
tory laws relating to public education or it must guarantee that the 
new local taxes will be available for home rule by providing sufficient 
grants-in-aid to pay the cost of state mandates over the yield of a 
moderate and uniform local tax effort. This would leave the difference 
between the minimum and the maximum rates for the exercise of 
home rule in the various units for school government. 


FISCAL CAPACITY AND SERVICE LEVELS 


Local units vary in fiscal capacity to pay nonproperty taxes as well 
as property taxes. Cornell’s study in New York State based upon 
weighted economic indices of economic resources shows that the same 
counties that rank low or high on property valuation as an index of 
ability tend to rank in the same class on such measures as retail sales 
and motor vehicle registrations.” A high correlation was found be- 


37 F, G. Cornell, A Measure of Taxpaying Ability of Local School Administrative 
Units (1936). 
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tween the propetty tax base and the nonproperty tax bases in New 
York State counties. Edwards found a high degree of imbalance be- 
tween the economic resources of counties and their educational load. 
Counties with high educational loads tend to rank low on economic 
resources. Counties with the lowest educational loads generally rank 
highest on economic resources. These facts mean extreme inequalities 
in educational opportunities even with very unequal tax burdens.” 

Most western states after 1825 adopted county property taxes to 
supplement school district taxes. By 1920 the county tax had become 
almost as important as state taxes as a source of public school reve- 
nues. However, as states came to recognize the inequalities in educa- 
tional opportunities and tax burdens resulting from this policy, they 
shifted the burden to state taxes. Today, the county has become an 
insignificant source of public school revenues, and states on the aver- 
age are providing between 40 and 50 percent of the revenues." 


PROPERTY TAX RELIEF 


The foregoing facts seriously restrict new local taxes as a means of 
providing property tax relief. The very school districts that need 
property tax relief the most—those in sparsely settled, rural counties 
are the ones that can raise the least under the local nonproperty 
taxes. They have the highest property tax rates not only for schools 
but also for town, village, and county government. Yet they do not 
have the fiscal capacity to raise much under other local taxes levied at 
maximum rates. Their property tax burden can be reduced only by 
transfer of functions, grants-in-aid, or state collected-locally shared 
taxes. 

The new taxes generally authorized are consumption taxes which 
are regressive in that the lower the income of the taxpayer the higher 
the percentage of the income taken in taxes. It is true that such taxes 
tend to be less regressive than property taxes. Yet the relief to home 
owners and rent payers is not as great as it would be from state assist- 
ance from a diversified tax system. Even if the state must supplement 


38 Mort, op. cit, p. 106. A 
39 Newton Edwards, Equal Educational Opportunity for Youth (1939), ch. IV. 
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ernment. Every locality, therefore, is concerned with educational pro- 
visions and standards in every other section of the state and education 
becomes a state responsibility. Our state constitutions, laws, and court 
decisions have recognized that public education is a state responsibility. 
Under this doctrine, legislatures have mandated compulsory school- 
ing, educational provisions, qualifications of teachers, teachers’ salaries, 
and numerous other requirements affecting schools and their manage- 
ment. School boards and school districts were created as state agencies 
of local jurisdiction, a fact that has been recognized in many court 
decisions. At the very time that the legislature adopted the county tax 
program in New York it recognized education as a state responsibility 
by mandating minimum salaries for teachers. 

The implication of home rule is that the state will finance its man- 
dates completely or pay the cost of meeting the mandates over a rea- 
sonable and moderate local tax. Only if this policy is pursued are lo- 
calities free to exercise home rule, because when state mandates require 
a disproportionate share of local taxes, there is little local taxing power 
left for home rule. The authorization of new local taxes by itself, 
therefore, does not enhance home rule even in states that give school 
districts added taxing powers. The state either must repeal all manda- 
tory laws relating to public education or it must guarantee that the 
new local taxes will be available for home rule by providing sufficient 
grants-in-aid to pay the cost of state mandates over the yield of a 
moderate and uniform local tax effort. This would leave the difference 
between the minimum and the maximum rates for the exercise of 
home rule in the various units for school government. 


FISCAL CAPACITY AND SERVICE LEVELS 


Local units vary in fiscal capacity to pay nonproperty taxes as well 
as property taxes. Cornell’s study in New York State based upon 
weighted economic indices of economic resources shows that the same 
counties that rank low or high on property valuation as an index of 
ability tend to rank in the same class on such measures as retail sales 
and motor vehicle registrations.” A high correlation was found be- 
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tween the property tax base and the nonproperty tax bases in New 
York State counties. Edwards found a high degree of imbalance be- 
tween the economic resources of counties and their educational load. 
Counties with high educational loads tend to rank low on economic 
resources. Counties with the lowest educational loads generally rank 
highest on economic resources. These facts mean extreme inequalities 
in educational opportunities even with very unequal tax burdens.” 

Most western states after 1825 adopted county property taxes to 
supplement school district taxes. By 1920 the county tax had become 
almost as important as state taxes as a source of public school reve- 
nues. However, as states came to recognize the inequalities in educa- 
tional opportunities and tax burdens resulting from this policy, they 
shifted the burden to state taxes. Today, the county has become an 
insignificant source of public school revenues, and states on the aver- 
age are providing between 40 and 50 percent of the revenues.” 


PROPERTY TAX RELIEF 


The foregoing facts seriously restrict new local taxes as a means of 
providing property tax relief. The very school districts that need 
property tax relief the most—those in sparsely settled, rural counties 
—are the ones that can raise the least under the local nonproperty 
taxes, They have the highest property tax rates not only for schools 
but also for town, village, and county government. Yet they do not 
have the fiscal capacity to raise much under other local taxes levied at 
maximum rates. Their property tax burden can be reduced only by 
transfer of functions, grants-in-aid, or state collected-locally shared 
taxes. 

The new taxes generally authorized are consumption taxes which 


are regressive in that the lower the income of the taxpayer the higher 


the percentage of the income taken in taxes. It is true that such taxes 
ty taxes. Yet the relief to home 


tend to be less regressive than proper 
owners and rent payers is not as great as it would be from state assist- 
ance from a diversified tax system. Even if the state must supplement 


38 Mort, op. cit, p. 106. { 
39 Newton Edwards, Equal Educationa 


40 See ch. V. 


] Opportunity for Youth (1939), ch. IV. 
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its income tax yield with consumption taxes, it can levy these at moder- 
ate rates, The localities that need property tax relief the most must 
levy consumption taxes at the maximum rates to produce an insuffi- 
cient amount of revenue to provide tax relief and at the same time 
finance state mandates and maintain minimum levels of service. 


TAX CONFLICTS 


Intercommunity conflicts and competition will prevent many locali- 
ties from adopting a nonproperty tax program. Economic life is no 
respecter of arbitrary governmental borders. The natural trading 
center of several counties may be in a single city, e.g., in New York 
State, Glens Falls draws heavily from Warren, Washington, and Sara- 
toga counties. Two or more adjacent counties may have competing 
trading centers very close together, e.g, Albany, Rensselaer, and 
Schenectady counties in New York State. Suburban counties may 
lean heavily upon a metropolitan area and not be able to raise much 
by county taxation in spite of their apparently high degree of fiscal 
capacity, e.g, Rockland, Westchester, Nassau, and Suffolk counties 
do much of their buying in New York City. Such counties must con- 
tinue to rely heavily upon property taxation in the absence of state 
assistance. 

Federal, state, and local tax conflicts will be accentuated by the 
program. The income tax is a very unstable source of state revenues. 
Allocating the sales tax to the localities may seriously restrict the 
states in finding or fully exploiting this relatively stable source of 
revenues in the future. Motor vehicles and alcoholic beverages both 
are heavily taxed by the federal and state units. The federal govern- 
ment already is imposing heavy taxes on vending machines, admis- 
sions, and amusements. 


ADMINISTRATION 


Tax experts generally have considered the property tax as the one 
tax that can be best administered on the local level. Even this tax is 
subject to intercommunity competition, although land cannot be 
moved and buildings once erected are difficult to move. Localities 
have found it almost impossible to administer the personal property 
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tax. The new local taxes will be subject to all of the limitations of the 
locally administered personal property tax. Although New York City 
has about the same fiscal capacity as the state of California, its sales 
tax produces an insignificant yield compared with the yield in Cali- 
fornia, Consumers cannot avoid a state sales tax as easily as they can 
avoid a locally administered one. Certain locally administered non- 
property taxes may prove ultimately to be very expensive and ineffi- 
cient. Collection on a state-wide basis would be cheaper than creating 
new and duplicating tax collection agencies in every locality. In small 
units the volume of collections would hardly justify the expense. 


FISCAL RESPONSIBILITY 

In units with a high degree of taxpaying capacity the property tax 
relief provided by new local or municipal taxes earmarked for schools 
may enable other units of government to increase their expenditures 
without increasing the existing total property tax burden. Yet atten- 
tion will be centered upon school expenditures financed by the new 
taxes. For example, in Erie County in New York State, the 1 percent 
sales tax for schools produces about $4 million a year. The city of 
Buffalo receives over $3 million for schools, part of which could go 


for property tax relief. Yet the taxpayers get no relief, because the city 


uses for other city purposes the property taxes that formerly went to 


schools. 

One of the chief advantages of the property tax base is that it is 
a direct tax. In fiscally independent school systems taxpayers know the 
extent to which schools are responsible for their property taxes. They 
can hold school authorities responsible for efficiency and prudent 
spending. Except for the locally administered income tax, most of the 
important nonproperty taxes are indirect taxes. The taxpayer 1s not 


awate of his exact tax burden. Inequities in tax burdens can go un- 


noticed. Citizen interest in management of government is not fostered 


by such a tax program. It really makes little difference whether or 


not such indirect taxes ate levied by the federal government, the state, 


the county, or a large city insofar as citizen interest in government is 
> 


concerned. Yet the strongest advocates of expanded local taxing pow- 
ers in lieu of increased central grants-in-aid or shared taxes cite greater 
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citizen control over spending as the chief advantage to be gained. If 
expanded local taxing powers have a virtue, it lies in enabling local- 
ities to reach their own resources for self-government. Another ad- 
vantage is that such nonproperty taxes enable localities to reach per- 
sonal property which has escaped or has been exempted from property 
taxation. Personal property is becoming increasingly significant in our 
economy. 


SUMMARY 

The older locally administered nonproperty taxes for schools were 
relatively unimportant as sources of school revenues. Appropriations 
for schools from other local units of government obtaining part of 
their revenues from state collected-locally shared taxes have been 
somewhat more important in fiscally dependent school systems. Since 
a large majority of school districts do not receive support from other 
local units, such appropriations have accounted for a very small part 
of total public school revenues. 

There is a growing tendency for local units of government to adopt 
locally administered nonproperty taxes. In fiscally dependent school 
systems, these taxes sometimes provide a relatively substantial part of 
school revenues. Pennsylvania has given school districts very broad 
powers to levy nonproperty taxes. The New York law is not very 
practicable for school districts, but county nonproperty taxes could be 
integrated into a school finance system. 

The potentialities of locally administered nonproperty taxes for 
local initiative in education should be explored. The Pennsylvania 
experience should be carefully appraised. Such taxes might provide 
the flexibility in local revenues which the property tax lacks. They 
might provide a substitute for the personal property tax which is difh- 
cult to administer. The limitations of the taxes must be recognized. 
They are not a substitute for property taxation or central support. 
They supplement it. 


READINGS 
Allen and Brownlee (1), ch. XXIII; Council of State Governments (31), 
pp. 121 ff; Groves (75), ch. XXI; Hutchinson (86); Mort (110), AP- 
pendix I; Walker and Cocking (183). 


CHAPTER VIII 


State Taxation for Public Schools 


ee 


Modern state tax systems are a twentieth-century development. 
Prior to 1900 the property tax was the main source of state tax reve- 
nues; and state property tax revenues were used to stimulate increased 
local taxation for schools. The state was a relatively unimportant tax- 
ing unit. As new nonpropetty taxes were introduced there was a tend- 
ency at first to dedicate at least part of the yield to state school support. 
This policy later gave way to general fund school appropriations 
which made schools dependent upon state tax systems as a whole. 
The depression (1930 to 1935) and inflation accompanying and fol- 
lowing the war (1940-1949) brought about increased state tax sup- 
port for schools and state school funds were used to reduce the local 
ptoperty tax burden. The state replaced local government in impor- 
tance as a taxing unit. Although state tax effort to support schools 


generally decreased 1940 to 1948, most states have come to rely upon 
f public school revenues. It is neces- 


state taxation for a large part 0 
what constitutes a sound 


sary, therefore, to review state tax systems, 
the place of specific taxes in the system, the limitations 


state tax system, ne limit 
and needed reforms in state tax administration. 


of state tax systems, 


GROWTH OF STATE TAXATION 


The development of “nonproperty tax” sources of state tax reve- 
nues has taken place largely since 1920. The first successful state-ad- 


ministered income tax was passed by Wisconsin in 1911; in 1919 only 


seven states had such laws: Delaware, Massachusetts, Mississippi, Mis- 
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souri, New York, North Dakota, and Wisconsin. In 1928, the number 
was still only eleven. One year later, twenty states had personal and 
corporate income tax laws and three others had corporate income 
taxes. Oregon adopted a tax on gasoline in 1919; by 1929, all states 
had such a tax. In 1929 only two states, Georgia and West Virginia, 
had general sales taxes; four years later seventeen states had such a 
tax. In 1929 only eleven states had tobacco taxes and national prohibi- 
tion precluded alcoholic beverage taxes. By 1937 all states were levy- 
ing taxes or deriving monopoly revenues from alcoholic beverages; 
and nineteen states had tobacco taxes. All states except Nevada im- 
posed death taxes. Thirty-three states had enacted income taxes; and 
twenty-three had general sales taxes. Between 1937 and 1944 state 
tax systems remained relatively stable (one less state had an income 
tax). The number with tobacco taxes increased to thirty-one. Unem- 
ployment compensation taxes appeared in all states. Since 1945 mote 
states have adopted general sales taxes, bringing the total to twenty- 
seven. Now thirty-nine states have tobacco taxes and thirty-four, in- 
come taxes.“ 

During the period 1919 to 1948 state property taxes dropped from 
the major source of state tax revenues to a relatively minor source, 
with income and inheritance taxes combined and motor vehicle taxes 
changing very little in fiscal importance. The percentage derived from 
taxes on businesses decreased but the gasoline and other sales taxes 
and unemployment compensation taxes, which did not exist in 1919, 
became important. Wartime restrictions temporarily decreased the 
yield of the motor vehicle and motor fuel taxes, but by 1948 motor 
fuel taxes reached a new high with collections exceeding $1.2 billion. 
The state tax with the largest yield is the general sales tax (nearly $1.5 
billion in 1948). In 1948 about 60 percent of state taxes exclusive of 
unemployment compensation was derived from general or selective 
sales taxes.” 


IMPORTANCE OF STATE TAXES 


With the development of state tax systems designed to reach the 


income of the people directly rather than through a general property 


1 See Book of the States, 1944-1945, 1945-1946, and 1948-1949. 
2 See Table 8. 
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Taste 8. Changes in Sources of State Tax Revenues, 1919-1948 


1919% 1948? 

Tax Amount Percent of Amount Percent of 
(millions) Total (millions) Total 

Property $296 56.1% $ 282 3.6% 
Income 5 1.0 506 6.4 
Death and Gift 46 8.7 187 2.3 
Gasoline — 0.0 1,265 16.1 
Sales Cother) — 0.0 2,247 28.7 
Business 117 22.1 1,169 14.8 
Motor vehicle 44 8.3 625 8.0 

Unemployment 

compensation = 0.0 y 1,059 13.5 
Other 20 3.8 526 6.6 

Total $528 100.0% $7,866 100.0% 


a The Economic Almanac, 1945-1946, p. 122. 
> U. S. Census Bureau, State Tax Collections, 1948. 


tax, the state unit has become a major taxing unit. In 1949 total state 
tax revenue amounted to over $8.3 billion, about sixteen times what 
it was in 1919. State tax revenues Now exceed local tax revenues, 
whereas in 1930 state tax collections equaled only about 36 percent of 
local tax collections; and in 1919 state taxes amounted to less than a 
fourth of local tax yields.” 

Tape 9. State Tax Collections in the United States, 1890-1949 


Percent of Ratio of 
Amount in Total Federal, State to 
Year Millions State, and Local Tax 
Local Taxes Collections 
1890 $ 96" 11.0% 24 
1903 155% IREYA .22 
1913 3007 13.8 PS) 
1920 636° 6.9 22 
1930 1780° 17.3 36 
1940 4157? 34.9 79 
1945 5483° 10.0 1.16 
1946 60144 11.8 1.28 
1947 67674 12.9 1.19 
1948 78664 15.0° 1,228 
1949 83424 16.0° 1.24°¢ 


a W, J. Shultz, American Public Finance (1938), p. 294. 
b The Economic Almanac, 1945-1946, p- 107. 

© Tax Systems (10th ed.), p- 270. 
d Bureau of Census, Department o. 
¢ Estimated. 


8 See Table 9. 


f Commerce, State Tax Collections (1947, 1948, 1949). 
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DEDICATED STATE SCHOOL TAXES 


During the period 1920 to 1933 there was a tendency for states to 
dedicate all or part of new tax sources for school support. Massachu- 
setts (1919) provided for a school fund to be financed by an income 
tax. North Carolina (1921) levied an income tax to eliminate the 
state general property tax for schools. The 1921 income tax law of 
Delaware was specifically dedicated for school revenues. Arkansas 
enacted an income tax law in 1923 for the sole purpose of school sup- 
port. The revised Wisconsin income tax law (1928) provided that the 
state retain 40 percent of the receipts mainly to support schools. One- 
half the receipts of the Georgia income tax (1929) had to be allocated 
to schools. The Missouri income tax law (1929) was allocated to the 
general fund but schools were entitled to one-third of such revenues.* 

In 1928 the schools had claims upon certain tax sources other than 
the general property tax in over half the states—all except Arizona, 
Colorado, Connecticut,* Idaho,* Illinois, Iowa,* Maryland, Missis- 
sippi,* Nevada, New Mexico, North Carolina,* North Dakota,* 
Ohio,* Oregon,* Pennsylvania,* Rhode Island,* South Carolina,* 
South Dakota,* Washington, and Wyoming (*no lien or any specific 
state tax). At the time over half the states depended heavily upon 
earmarked taxes for state school revenues.” 


DOWNWARD TREND AFTER 1933 


Since 1933 the policy of dedicating all or part of specific state taxes 
for schools has been losing favor. Only three of the seven states im’ 
posing new personal income taxes from 1933 to 1939 earmarked them 
for schools—Colorado, Louisiana, and South Dakota. Only nine of 
twenty-four levying new alcoholic beverage taxes required their use 
for school support. 

In 1948 only ten states derived most of their state school revenues 
from dedicated school taxes. Most of these have relied upon this policy 
for a long time, including Alabama, Illinois, Louisiana, Massachusetts, 

4 See F. H. Swift, Federal and State Policy in Public School Finance in the United 
States (1931), pp. 152 ff. 


5 Ibid. 
6 National Education Association, Research Bulletin, Vol. XII, No. 1, Jan., 1934. 
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Michigan, Minnesota, New Mexico, Texas, and Utah. North Dakota 
has adopted the policy since 1928. Although they get most of their 
state school revenues from appropriations, five other states have ear- 
marked school taxes which provide most of the appropriations—Kan- 
sas, Missouri, Oregon, Tennessee, and West Virginia. Alabama, Flor- 
ida, Louisiana, Missouri, New Mexico, Tennessee, Texas, and Utah 
have liens on a number of state taxes. Illinois, Kansas, Michigan, 
North Dakota, and West Virginia get most of their school money 
from the sales tax; Massachusetts, Minnesota, and Oregon from the 
income tax." 

Eleven other states still had dedicated state school taxes, but they 
derive most of their revenues from appropriations. In Arkansas, Ne- 
vada, New Hampshire, Virginia, and Washington a very small percent 
js obtained from earmarked sources. Indiana, Montana, Nebraska, 
Oklahoma, and Wyoming have from 10 to 31 percent of earmarked 
state school revenues. Florida obtains nearly half of its state school 
funds from earmarked sources. 


GENERAL FUND APPROPRIATIONS FOR SCHOOLS 


General fund appropriations for school support are increasing; 
schools are becoming dependent upon the total state tax system. Over 
three-fourths of the states now derive all or most state school revenues 
from appropriations. In 1928 twelve states obtained all of their school 
support from general fund appropriations or permanent funds, al- 
though four of these states had first call upon certain taxes.’ By 1949 
the number had increased to twenty-five. These are Arizona, Cali- 
fornia, Colorado, Connecticut, Delaware, Florida, Georgia, Idaho, 
Iowa, Kentucky, Maine, Maryland, Mississippi, New Jetsey, New 
York, North Carolina, Ohio, Oregon, Pennsylvania, Rhode Island, 
South Carolina, South Dakota, Tennessee, Vermont, and Wisconsin. 
Arkansas, Kansas, Missouri, Nevada, New Hampshire, Virginia, Wash- 
ington, and West Virginia have virtually 100 percent support from 
appropriations. The other five states that derive most of their school 


7 National Education Association, School Finance Systems (1947-1948) and 
Council of State Governments, The Forty-Eight State School Systems, p. 226. 

8 Ibid. 

© Swift, op. cit, p. 127. 
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revenues from annual appropriations (or permanent funds) are: In- 
diana, Montana, Nebraska, Oklahoma, and Wyoming.” 


REASONS FOR APPROPRIATION POLICY 


The policy of earmarking specific taxes for public school support 
was an outgrowth of another policy in public school finance. When 
state aid systems did not guarantee the financing of a definite state 
program, but only provided for a per-capita apportionment of what- 
ever state funds were available, school authorities were reluctant to 
trust changing legislatures. They feared drastic changes in annual ap- 
propriations as legislatures changed; they feared political control of 
school outlays; they feared the pressure of special educational interests; 
they feared diversion of school funds to other state purposes. Where 
per-capita apportionments varying from year to year still persist, the 
arguments for earmarked tax soutces are still potent. 

With the advance in the concept of state financing of a definite 
minimum or foundation program throughout the state, earmarked 
school taxes lost their appeal. The only method of guaranteeing such 
a program every year is to make the legislature responsible for appro- 
priating the funds required. Where the funds depend upon the yield of 
specific taxes, deficiencies occur. The amount of aid is not predictable 
unless the legislature is mandated to provide the funds necessary to 
finance the program adopted. 

l The breakdown of the local property tax and the shrinking of the 
yield of earmarked taxes during the depression caused school officials 
to reconsider their attitude toward earmarked tax sources for schools. 
Demand grew for a definite state aid program which was predictable 
in amount according to such factors as attendance, and a fixed allow- 
ance per unit with support guaranteed from appropriations from the 
general fund. 

i ee ie ees cng also are favored by governmental au- 
T T r e fiscal officers to plan budgets for all state seyg 

just the whole tax system according to budgetary require- 
ments. Both expenditures and revenues can be planned in advance. 


10 National Education Association, 


xy : 3 y 
of State Governments, The Forty-Bigh ag ante Stems (1948), and Council 


t State School Systems, p. 226. 
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All service requirements can be weighed one against another. The 
tax system can be viewed as a whole. Surpluses from one tax can be 
used to offset deficiencies in another. All services can be assured equita- 
ble treatment. Responsibility for financing all items in the budget is 
fixed. 

The important consideration as far as school finance is concerned is 
not “earmarking” versus appropriation. The question is one of pre- 
dictability or stability. The state must provide enough monies to guar- 
antee a reasonable level of education throughout the state based upon 
the number of pupils to be served and the services to be provided. 
School districts must be able to determine in advance how much they 
will receive from the state for the coming year. The state must be man- 
dated to appropriate the funds required to finance the state’s share of 
the program. If deficiencies occur in earmarked tax yields, they must 
be made up by appropriations from the general fund. 


NEED FOR FLEXIBILITY CONTINUES 


There is an advantage in earmarked state revenue sources for 
schools which must not be overlooked. Most state taxes fluctuate ac- 
cording to changes in incomes and prices. During inflationary periods 
yields increase, during depressions yields decrease. Dedicated taxes 
enable schools to adjust to economic cycles. They introduce a degree of 
flexibility not available in local property taxes. 

The emphasis in state school aid has been upon predictability and 
stability. The current inflation shows the need for some flexibility. Of 
course, in most states this is an academic issue. State-supported pro- 
gtams are so low that any increase should be a permanent one. Yet as 
more states approach adequately supported state programs, flexibility 
to meet fluctuating prices and income levels becomes increasingly im- 
portant. Earmarked revenues provide a crude method for attaining 
some flexibility; but corrections in the state aid allowances according to 
an index of prices and/or incomes would provide a far better method 
of attaining flexibility. 

Whether specific taxes are eatmarked for school support or schools 
derive their funds from the state general fund, the important ques- 
tion is the soundness of the state tax system which provides most of 
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the revenues. Where general fund appropriations provide a substantial 
part of the revenues, the soundness of the tax system as a whole must 
be appraised. Where specific taxes provide a large part of the revenues, 
these taxes must be examined critically. 


STATE TAXES AND SCHOOL SUPPORT 


Increased state taxation and appropriations for schools generally 
have accompanied the expansion of state tax systems, but increases in 
state school revenues have not kept pace with total state tax revenues 
until recently. Nor have the schools in all states benefited by increased 
State taxes. In other states, increased state tax support for schools will 
not come until modern tax systems are developed. From 1920 to 1930 
state school taxes and appropriations rose from about $134,279,000 
to $329,312,000, or 145 percent; from 1930 to 1940 the amount rose 
to $682,973,000 or another 108 percent increase. The increases in 
total state tax revenues during these periods, however, were 237 per- 
cent and almost 210 percent, respectively. Between 1940 and 1948 all 
state support for schools increased to over $1,500,000,000, or over 
120 percent.” During the same petiod, state tax revenues increased 
from $4,157,000,000 to about $7,866,000,000, or about 89 percent.” 


STATE TAX EFFORT FOR SCHOOL SUPPORT 


Seven of the twelve states with the highest ability to tax themselves 
tanked relatively high in state taxes for schools in 1947-1948—New 
York, California, Maryland, Nevada, Delaware, Ohio, and Oregon. 
The other five include Massachusetts, New Jersey, Illinois, and Rhode 
Island, which rank in the lowest fourth in state school support per 
pupil and Connecticut, which ranked in the lowest half. Yet New 
Mexico and West Virginia, in the poorest fourth of the states, make 
the top fourth in state Support for schools. Alabama, Louisiana, North 
Carolina, and Tennessee are among the poorest states, but they Taek in 
the upper 50 percent in state school support. Arizona, Arkansas, Flor- 
ida, Georgia, Kentucky, Michigan, Mississippi, Oklahoma, and South 
Carolina rank much higher in state school support than they do in 


11 See ch. V, 
12 Table 9, 
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fiscal ability and they provide more for schools than states with much 
more taxpaying ability.” 

The twelve states which devoted the highest percentages of the esti- 
mated income of their citizens to state school support in 1947—1948 
are New Mexico, Alabama, Delaware, Washington, North Carolina, 
West Virginia, Florida, Utah, Arkansas, South Carolina, Louisiana, 
and Tennessee. These states devote at least 1.4 percent of their income 
to support of schools on the state level. Those which rank at the bot- 
tom in this respect include Nebraska, Massachusetts, New Jersey, 
Rhode Island, Illinois, South Dakota, Wisconsin, New Hampshire, 
Iowa, Connecticut, North Dakota, and Vermont. These states do not 
devote over 0.5 percent of their income to state school support.”* 


OTHER LOCAL ASSISTANCE 

Some states that ranked low on percent of school revenues derived 
from state sources ranked relatively high on state assistance to local 
government. Wisconsin has devoted over 60 percent of its state reve- 
nues to local assistance. Colorado and Massachusetts have shared over 
50 percent of their state revenues with local units. Kansas, New Jer- 
sey, and Nebraska have allocated between 40 and 50 percent of their 
monies for localities. Iowa has provided between 30 and 40 percent. 
Local assistance to other units of government does not directly help 
schools in Colorado, Kansas, Nebraska, and Iowa, where school dis- 
tricts are independent units. Most school districts in Wisconsin and 
New Jersey are independent and receive no direct help from such aid 
to local government. 

Other states rank high in both assistance for local government and 
for schools, especially Alabama, California, Michigan, Ohio, and South 
Carolina. Indiana and New York provide substantial local assistance 
and rank fairly high on state assistance to schools. Connecticut, Idaho, 
Illinois, Maine, Montana, Nevada, New Hampshire, North Dakota, 
Rhode Island, South Dakota, and Vermont have ranked low on all 


local assistance.” 

18 J, K. Norton and A. J. Burke, The Potentialities of the State Tax System in the 
Financing of Public Schools in New York State (1947). 

14 Ibid., corrected. 

15 The Book of the States, 1948-1949, pp. 264-265, and U. S. Census Bureau, 
State Aid to Local Governments (1949). 
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STATE TAX SYSTEMS AND THEIR APPRAISAL 


With public schools largely dependent upon state appropriations 
for money in most states, state tax systems have become the main 
source of state revenues for schools. In the country as a whole, general 
sales taxes and taxes upon specific items of consumption provide over 
half of state tax revenues after excluding unemployment insurance 
taxes. The remainder comes from income taxes and miscellaneous 
taxes upon business and natural resources. As to specific taxes, the 
general sales tax ranks first, followed by motor fuel, taxes on business, 
unemployment compensation, motor vehicles, and income, in that 
order.” 


VARIETY OF SYSTEMS 


The state totals hide the variations among the states. The depend- 
ence upon consumption taxes has ranged from 24.3 percent in New 
Jersey and New York to 90 percent in South Dakota. The importance 
of the income and inheritance taxes has varied from zero in states like 
Nevada and New Jersey to 41.6 percent in Massachusetts. The state 
property tax does not exist in states like California, Delaware, and 
New York, but still accounts for 22.2 percent of the state tax collec- 
tions in Nevada.” 

Generally the states with the lowest fiscal capacity rely most heavily 
upon general sales or commodity taxes: Alabama, Arizona, Arkansas, 
Florida, Georgia, Iowa, Kansas, Louisiana, Mississippi, Missouri, Ne- 
braska, New Mexico, North Dakota, Oklahoma, South Carolina, South 
Dakota, Tennessee, Utah, and West Virginia. The exceptions are 
California, Colorado, Connecticut, Illinois, Indiana, Michigan, New 
Hampshire, Ohio, Rhode Island, Washington, and Wyoming. Other 
States raise over half their tax revenues through consumption taxes 
when payroll taxes for unemployment insurance are excluded: Idaho, 


Kentucky, Maine, Maryland, Nevada, North Carolina, Vermont, and 
Virginia. Only ten states do not rel 


i y upon consumption taxes for most 
of their tax revenues: Delaware F 
> 


Massachusetts, Minnesota, Montana, 


16 See Table 8. 
™ Tax Systems (10th ed.), Pp. 273 ff, 
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New Jersey, New York, Oregon, Pennsylvania, Texas, and Wisconsin. 
Most of these have balanced tax systems with more reliance upon in- 
come taxes. Delaware, New Jersey, and Pennsylvania rely heavily 
upon licenses. Texas depends to a large extent upon severance taxes.” 


CRITERIA FOR APPRAISAL 


Certain criteria have been developed for appraising the soundness 
of a tax system. The first test of any tax system is fiscal adequacy. Does 
it yield the public revenues required to finance governmental under- 
takings? A second test is the cost of administration. Are the revenues 
collected at a cost which bears a reasonable relationship to the amount 
collected? A third test is flexibility. Does the revenue system adjust as 
needs or economic conditions change? A fourth test is stability. Does 
the revenue system provide a degree of stability during periods of eco- 
nomic stress? A fifth test is justice. Are the burdens of supporting gov- 
ernment equitably distributed? A sixth test is convenience. Do the 
collection dates, methods and manner of payment serve the conven- 
ience of the taxpayers? A seventh test is economic soundness. Does the 
tax system tend to restrict ability to pay taxes in the future? A final 
test is simplicity. Can the system be administered effectively? Can the 
public comply with understanding and ease?” 


BENEFIT THEORY 


The concept of benefit in taxation has gained an acceptance far be- 
yond its validity. It has been used to justify the earmarking of certain 
taxes for specific purposes, e.g., gasoline and motor vehicle taxes for 
roads. It has been used to justify property taxes and special assessments. 
It has been used to justify taxes for protection, education, and public 
health. A careful analysis of governmental benefits would explode the 
apparent reasonableness of most arguments supported by the benefit 
theory. The earmarking of gasoline taxes and motor vehicle revenues 
for highways serves as a good illustration. To many such earmarking 
seems reasonable—the more one uses the roads the more he pays under 
the gasoline tax. Yet what do we find? Are roads the only public ex- 


18 The Book of the States, 1948-49, pp. 240-241. 
19 See H. L. Lutz, Public Finance (1936), ch. XVI. 
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pense caused by the motor vehicle? Are the taxes collected sufficient 
to cover the costs of roads? 

The fact is that many governmental services—including roads, pub- 
lic education, public health services, protection, welfare, and others— 
are for the benefit of all, not only in this generation but in succeeding 
generations. The specific benefits received by any one person for any 
one year are practically impossible to measure. However, where gov- 
ernment engages in business enterprises providing services not deemed 
at the time to be essential to the general welfare, such as insurance, 
postal service, or streetcar lines, service charges are defended upon the 
benefit theory. Yet, even in such cases it is a question of public policy. 
Why should there be service charges for postal service and none for 
using state patks? Why should the property owner sometimes be as- 
sessed for sidewalks used mostly by others when streets sometimes are 
constructed by general taxation or gasoline taxes?” 


ABILITY THEORY 


According to the ability theory of taxation all persons benefit di- 
rectly or indirectly by most services of government and all should pay 
for such services according to their ability to pay taxes. Like benefits, 
ability is not easy to measure. Ability really implies physical, mental, 
and acquired Capacities to produce goods and services. A person may 
have the ability to produce, but may fail to do so through adverse cir- 
cumstances, bad habits or attitudes, or other reasons. Talent and effort 
do not always go together. Unfortunately, a tax upon the indolent 
would not produce public revenues. In making practical application of 
the ability theory some index of ability has to be used: property owned, 
expenditures, or net income. Of these, the most favored one is net in- 
come. It stands the pragmatic test under modern conditions; it at- 
garas to attain a rough measure of justice, 

Using net income as an index of ability to pay taxes simplifies the 
problem of measuring ability, but does not eliminate it. How is net in- 
come to be defined? Are “earned” and “unearned income” to be treated 
alike? How are capital gains and losses to be treated? What is the 
relative emphasis to be placed upon “sacrifice” versus “capacity to as- 


z : 
° See Harold Groves, Financing Government (1945), pp. 32 ff 
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sume responsibility” in taxing net income? Should anyone be entirely 
exempt from the income tax? Is the person with a small income able 
to pay at the same rate as a person with a large income? Is allowance 
to be made for dependents? How much? None of these issues are set- 
tled; they involve matters of public policy that go beyond the limits 
of taxation.” 


ECONOMIC FACTORS 


The ability concept leads directly to economic considerations. It is 
obvious that a high rate structure for large incomes may under certain 
conditions discourage thrift and capital formation, thereby either re- 
ducing productive capacity or retarding its expansion. Economic wel- 
fare in our economy precludes extremes in applying the ability theory. 
On the other hand, high rates of taxation upon small incomes 
(through property taxation, sales taxes, use taxes, excise taxes, and in- 
come taxes) may restrict markets for mass-production goods and serv- 
ices, thereby adversely affecting the economy, A tax system must be 
examined as it affects both production and consumption. Progressive 
rates for higher levels of income must be watched to see how they are 
affecting capital formation and production. Regressive rates upon 
small incomes must be examined as to how they affect consumption.” 

Income taxes cannot be considered apart from all other taxes that 
must be paid out of income. Definitions of net income, exemptions, 
and the rate structure all are relative to the tax system as a whole. 
State taxes cannot be considered apart from federal and local taxes. 
How is the total burden of taxation distributed among taxpayers? 

The measurement of the actual burden of taxation upon different 
income groups is complicated by the factor of shifting.” The one who 
pays a tax may have been able to pass on all or part of the tax to others 
as part of the price he has charged for his goods and services. This is 
called shifting. The one who pays no direct tax to government actually 
may have paid a large percentage of his income for taxes as part of the 
price he paid for goods or services. Incidence is where a tax comes to 

21 Ibid, pp. 36 f. Ay 

22 A, H. Hansen and H. S. Perloff, State and Local Finance in the National Econ- 


omy (1944), ch. II. 
23 Groves, op. cit, ch. VI. 
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rest—who finally pays it. The validity of all studies of total tax bur- 
dens depend upon the soundness of the assumption or findings re- 
garding shifting and incidence. 


SPECIFIC STATE TAXES 


The tax systems of the various American states have evolved not by 
logic alone, but by a combination of principles, expediency, and ne- 
cessity. The first concern probably has been fiscal necessity. The second 
force probably has been compromise among conflicting pressures and 
interests. However, these two have not precluded reforms embodying 
sound principles of taxation. Sometimes the principle has had politi- 
cal appeal; sometimes it has been introduced by experts in making 
proposals to meet emergencies or other fiscal difficulties. Tax organi- 
zations have done much to promote sound tax systems in various 
states. Tax studies and surveys in the various states also have promoted 
improvements. 


MODEL TAX PLAN 


The National Tax Association in 1918 proposed a model plan of 
state and local taxation and in 1933 prepared a revision of this plan. 
The plan called for a diversified revenue system made up of: 


1. A personal income tax which shall be levied upon everyone at his 
place of residence, upon all income from all sources; 

2. A tax upon tangible property levied where the property is located 
without regard to ownership or personal conditions; 


3. A tax levied upon all business carried on in the jurisdiction levying the 
tax, 


Although the ptinciples enunciated in the teport have had wide appli- 
cation since 1918, many states have departed from the recommenda- 
tions for carrying them out. 

Regarding the income tax the plan called for not exempting any- 
one wholly from the tax, not taxing nonresidents, and not taxing cor- 
porations under the personal income tax law. Small exemptions were 
to be allowed for dependents, rates were to be progressive (1 percent 
to 6 percent), and no one was to be wholly exempt from this direct 
tax. No tax offsets were to be allowed against the tax. 
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The proposed tax upon business was to be a single, uniform tax 
upon all business in lieu of the host of unsound, inequitable, variable 
taxes levied on various types of business. The tax was to be levied ex- 
cept in certain cases upon net income derived from carrying on busi- 
ness within the state levying the tax. A formula was proposed for allo- 
cating the tax upon certain businesses to the various states where the 
business was carried on. The rate was to be uniform ( proportional ) , 
not progressive. The rate was to be moderate and applied equally to 
all businesses.” 


TWENTIETH CENTURY FUND 
The Twentieth Century Fund Survey of Taxation in the United 

States and a Program for the Future (1937) made the following ma- 

jor recommendations: 

1. Income tax. A unified income tax extended to include the smallest in- 
comes was recommended. Capital gains under this tax would be taxed 
as income with allowance for capital losses. Rates might be increased 
in the middle brackets. States should increase state revenues through 
income taxation. 

2. Business taxes. Replace progressive rates with moderate flat rates upon 
net income. States should experiment with special service charges upon 
business firms. Repeal discriminatory tax laws, such as the tax upon 
chain stores. Repeal tax provisions designed to promote particular 
business enterprises. Eliminate double taxation resulting from taxing 
the same income under both corporate and personal income tax laws. 

3. Consumption taxes. High tax rates upon specific commodities to fe- 
duce consumption is not favored. The extension of taxes upon partic- 
ular commodities or services is opposed as well as any increase in rates 
of such taxes, General sales taxes should be repealed, or at least be re- 
duced. General sales taxes at low rates are preferred over taxes upon 
specific goods and services. Taxes upon gasoline and motor vehicles 
with rates at least as high as then existed are favored. Established taxes 
upon tobacco and alcoholic beverages are not condemned. 

á. Death and gift taxes. It was held that the existing rates are too low 
except in the highest brackets and the exemptions too high. States 


should adopt gift taxes.” 
2 National Tax Association, Second Report of a Plan of a Model System of State 


and Local Taxation (1933). 
235 Twentieth Century Fund, Facing the Tax Problem (1937), pp. 391 ff. 
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STATE PERSONAL INCOME TAXES 


As states abandon state property taxes, the problem of fitting the 
income tax into the state tax system becomes simplified. There is no 
longer the problem of double taxation of income derived from prop- 
erty. The two major difficulties of taxing intangibles and property tax 
offsets against the income tax are being eliminated. Yet the problem 
remains as to what income the states are to tax. Some states such as 
Wisconsin tax only income earned within the state. Delaware is an 
illustration of a state that taxes all income of state residents no matter 
what the source. New York State taxes the income of nonresidents if 
the income is earned within the state, but credits a person with any 
income tax paid to the state in which he resides if the other state has a 
reciprocal provision. Such varying policies cause tax injustices. Such 
competition gives the federal government the advantage in the taxa- 
tion of personal income. The high rates of federal income taxation in 
recent years has tended to force some states to rely more heavily upon 
other tax sources. 

The income tax in spite of these drawbacks should be the foundation 
of a state tax structure. It is a direct tax; the taxpayer knows exactly 
how much of his income is going to support government. It is a tax 
which cannot be shifted to others. If properly administered, with small 
exemptions, it can produce a large volume of revenue. The cost of 
administration is not prohibitive. It automatically adjusts to changes 
in the economic status of the taxpayer; exemptions and rates can be 
adjusted to fiscal needs and economic conditions. It does not meet the 
test of stability very well, so it must be supplemented by other taxes 
with a more stable yield. It meets the principles of justice better than 
any, other tax yet devised. It can be administered to suit the conven- 
lence of the taxpayer; some states provide for installment payments. 
There is no convincing evidence that the existing rate structure retards 
economic development in the states having the tax. It is easy to ad- 
minister and compliance can be made easy through simplified returns, 
such as are now used in New York State. Evasion is possible as it is 


with most taxes, but strict enforcement and coöperation among taxing 
jurisdictions can insure a reasonable return from the tax.” 


* See Shultz, op. cit, pp. 382 ff. 
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CONSUMPTION TAXES 


Consumption taxes are an indirect method of taxing income—sup- 
posedly consumer income only. Theoretically those who spend the 
most pay the most to support government. Actually, all or part of the 
tax may be shifted from the consumer to the producer or the handler 
or the good or service taxed. This happens where the price must be 
reduced because of the tax. Under competitive conditions in a buyer’s 
market the size of the market often is relative to the price. Where 
profit is determined by volume, price is a most important factor. In 
other cases, buyers are very sensitive to price. Even small increases in 
price meet sales resistance. Nevertheless, it is probably true that a 
large part of consumption taxes are borne by the ultimate consumer.” 

Consumption taxes in state tax systems are of two major general 
types: (1) general sales or use taxes levied upon all commodities 
and/or services with or without exemptions of certain necessities such 
as food, and (2) excises or taxes levied upon certain selected com- 
modities and/or services. Where such a tax is applied to fees for serv- 
ices, such as those of professional men, it may be referred to as a gross 
receipts tax. Moreover, taxes upon gross income or “turnover” may be 
in effect taxes upon consumption under certain conditions. All taxes 
based upon receipts from the sale of goods and services and all taxes 
upon commodities or services as such, regardless of price, are referred 
to in this discussion as “consumption taxes.” These may be further 
classified as to where the tax is collected—from the manufacturer or 
from the retailer. 

States have entered upon programs of taxing specific commodities, 
especially during the past twenty-five years. Urgent need for revenues 
buttressed by the objective of social control and economic competition 
have brought about this trend. Alcoholic beverages and tobacco have 
been singled out for heavy taxation. Taxes upon admissions, nonalco- 
holic beverages, playing cards, luxury goods, and cosmetics are colored 
by both moral judgments and revenue considerations. The tax upon 
oleomargarine is an outstanding example of economic pressure at 
work. Taxes upon motor vehicles and gasoline probably have resulted 


from their possibilities as large revenue producers.” 


?7 See Lutz, op. cit., pp. 566 ff. 
28 See Groves, op. cit., chs. XII-XIV. 
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Judged solely upon the basis of tax principles, most taxes upon spe- 
cific commodities do not rate very highly. With the exception of motor 
vehicle, motor fuel, and alcoholic beverage taxes, the yield is not large 
for any one state commodity tax. However, taken together they ac- 
count for a large part of state tax revenues. They also provide a rela- 
tively stable source of revenue; they are easy to collect; they can be 
administered cheaply with a few exceptions. On the other hand, they 
are extremely regressive and bear very little relationship to taxpaying 
ability. The poor have to make a greater sacrifice than the rich. They 
tend to limit consumption of the particular items taxed. They place an 
extra heavy tax burden upon certain industries which appear to be no 
more unessential than some that are not subject to special taxes. They 
often are superimposed upon federal excises upon the same things. 
They hide the burden of taxation and encourage liberal public spend- 
ing.” 

General sales, or use, or gross receipts taxes as a source of state tax 
revenues have spread rapidly. They differ from taxes upon selected 
commodities in two major respects. Taxes upon specific commodities 
often are determined without regard to price. These general levies 
apply to sales of almost all commodities and/or services. The rate gen- 
erally is a uniform percentage of sales prices, but rates sometimes vary 
for different types of business. The use tax is a supplement to a sales 
tax, designed to reach goods and services purchased out-of-state. It is 
levied upon the storage, use, or consumption of such items as are sub- 
ject to the tax. The general sales or use tax is extended sometimes to 
include sales of real property, personal and professional services, sales 
of securities, and other business transactions. These taxes generally are 
called Bross receipts or gross income taxes; they have the character- 
istics of income, business, and sales taxes and are difficult to classify.” 

Modern general sales taxes and their counterparts have proved to 
be producers of larger amounts of fairly stable revenues. The relatively 
low rate made possible by broad coverage simplifies the problem of 
administration; the cost of administering the tax is moderate.” Rigor- 


ous enforcement of the law, however, is both difficult and expensive- 
29 See Groves, op. cit, ch. XIII. p 
30 Ibid, pp. 316 f. 
31 Ibid., p. 315. 
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The tax has a degree of flexibility as purchases increase or decrease 
with changes in income. Its most serious limitations relate to justice, 
economic considerations, and its diffusion. Where it applies to all 
goods and services consumed, it bears hardest upon the poor.” To re- 
duce this hardship somewhat some states exempt food; but it is de- 
batable if food is the only essential involved. It leads to double taxa- 
tion of the same goods and services where the tax applies to all sales 
of goods and services. Where it applies to gross earnings, wage and 
salaried classes get the. tax both upon what they earn and what they 
buy. It affects different businesses in different ways depending upon 
price factors and shifting. It hides the cost of government and inequi- 
ties in supporting government. Few realize how much they are paying 
for governmental services under comprehensive indirect taxes. 

There can be little doubt that broad indirect taxes upon consump- 
tion sacrifice other tax principles to adequacy and stability in revenues. 
On the other hand, the general retail sales tax may be preferable to 
certain other taxes that have been widely accepted. Taxing personal 
property at low rates at the time of original sale is less regressive and 
ptobably has fewer undesirable economic consequences than taxing 
the same property every year under a property tax. Probably nothing 
is more essential than housing, yet regressive heavy property taxes are 
accepted by some who oppose general consumption taxes at low rates. 
The main advantage of these taxes over the sales tax is that they are 
direct. A general sales tax at low rates, moreover, may be preferable to 
specific commodity taxes—where social control and economic compe- 
tition may be mixed with revenue considerations. Furthermore, the 
sales tax frequently reaches income that is not reported under the in- 
come tax, or not taxable under that tax. Finally, the regressive nature 
of the sales tax can be counteracted somewhat by its integration with 
an income tax at progressive rates determined in part by the burden of 
the sales tax upon various income brackets.” 


BUSINESS TAXES 
Closely related to taxes upon consumption is the taxation of busi- 
ness, Taxes upon business are of many kinds—including taxes upon 


32 Tax Institute, Where the Sales Tax Falls (1934), pp. 6-7. 
33 Lutz, op. cit, pp. O41 ff. 
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corporation income, capital stock, or gross receipts, severance taxes, 
unincorporated business taxes, taxes upon public service corporations, 
bank taxes, taxes upon insurance companies, business licenses, incor- 
poration fees, and many others. No state has a single tax upon all 
business; business taxation is characterized by heterogeneity and dis- 
parity in the treatment of various kinds of business. Like commodity 
taxes, economic pressures tend to enter into business taxation.”* 

It is difficult to generalize about business taxation in the various 
states. Taxes based upon net income generally are limited to corporate 
business. Taxes upon gross receipts generally are limited to public 
service corporations, although taxes upon insurance companies and 
chain stores tend to take this form. There is no uniform policy in the 
definition of what business within a state is to be taxed, nor how the 
base for such taxation is to be computed. Proportional rates are most 
common, but progressive rates exist in some states. Discrimin- ‘ions 
through special taxes and rate variations are common. Many busi- 
nesses are subject to more than one form of business tax. 

Business taxes, like taxes upon consumption, find their chief justifi- 
cation in the revenue yield. Theoretically, it can be argued that govern- 
ment contributes much to production and business taxes can be sup- 
ported under the benefit theory. Furthermore, taxes upon business are 
easier to administer than taxes upon persons; there are fewer units and 
bookkeeping is more advanced in business. The cost of administration 
is relatively low. Business taxes also enable states to reach a source of 
Personal income that cannot be reached by any other means; owners 
of a business may live in another jurisdiction. Although business taxes 
levied upon an income base are unstable, taxes levied upon other bases 
such as capital stock are relatively stable.” 

The taxation of business, on the other hand, has serious limitations. 
It is hard to define “business.” Although a uniform system of taxation 
ae 5 an ah eae over existing condi- 
née beea pees onomically and discrimination would 
$ . g taxes place some businesses in an extremely 
disadvantageous competitive position. The problems of shifting and 


34 See Tax Institute, How Shall Business Be 


% See Groves, op. cit, chs, XI-XII Taxed? (1937). 
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incidence are most complicated. Some business taxes increase the re- 
gressive features of consumption taxes. Others tax the same income 
more than once. Constant appraisal and improvement of business taxa- 
tion is a major problem in practically all states.*° 


LIMITATIONS OF STATE TAXATION FOR SCHOOL SUPPORT 


Even if every state had the same, sound tax system, efficient tax ad- 
ministration and collection, and a uniform rate structure, not all states 
could support an acceptable minimum of public education and other 
essential government services. States vary widely in natural resources, 
industrial development, and annual income from which taxes must be 
paid. Price differentials are relatively small compared with differences 
in economic resources." 


FISCAL RELATIONS 


The decentralized structure of American government; the expan- 
sion of government on all levels; the utilizing of the same revenue 
sources by the federal and state governments with municipalities be- 
ginning to use some of the same taxes; and the existence of forty-eight 
different tax structures in a single national economy create serious tax 
conflicts, economic hardships, and fiscal difficulties. The problem of 
federal-state relationships in taxation will be treated in the next chap- 
ter. Interstate and state and local conflicts will be discussed here. 

The interstate problem arises in part from jurisdictional conflicts 
among states; in part from states seeking competitive advantages; in 
part from the migration of industry; and in part from the wide variety 
of tax provisions arising from such factors as constitutional provisions, 
traditions, and varying conditions. Multiple taxation is a serious prob- 
lem of businesses engaged in interstate commerce. Reform of state tax 
structures is sacrificed to granting lenient treatment to industries that 
can easily migrate or to retaining competitive advantage for estab- 
lished industries or businesses. Pressures of this type also operate to 
tetard interstate uniformity in tax provision.” 

State taxes create a number of jurisdictional problems. Under state 


36 See Hansen and Perloff, op. cit, pp. 42 ff. 
37 See ch. III. j 
38 See Hansen and Perloff, op. cit., pp. 42 ff. 
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income tax laws place of residence or source of income creates a juris- 
dictional problem. A state with a sales tax cannot tax sales to out-of- 
state customers. States with sales taxes have enacted use taxes to dis- 
courage out-of-state purchases. In business taxes, the apportionment of 
business as between intrastate and interstate becomes a serious prob- 
lem. Moreover, a state through business taxation indirectly can tax 
income earned in other states. Corporations try to evade state laws by 
shifts of income to subsidiaries in other states. 

The main effect of interstate competition is to keep states from 
adopting specific taxes and to keep the rates of state taxes down. Con- 
necticut and New Jersey have not adopted income taxes in part be- 
cause they are in competition with New York for suburban residents 
from New York City. Many states avoid taxes on business to attract 
industries from other states. Fear of migration to other states tends to 
keep income and business tax rates down. Even sales and consumption 
taxes are affected by interstate competition for business.” 

Another tendency in state taxation is to adopt taxes that can be 
shifted to residents in other states, Although states are prohibited from 
taxing goods in interstate commerce, many state taxes indirectly enter 
into the cost of such goods. Thus mining states can shift severance and 
other taxes; financial centers can shift taxes on insurance companies, 
banks and exchanges and manufacturing centers can shift taxes on 
business. Delaware, e.g., has corporation laws that attract business 
from all parts of the country; low tax rates on thousands of corpora- 
tions doing business in all states contribute a large part of its state tax 
revenues, 1 

The problem of state and local relationships becomes mote serious 
as municipalities adopt local tax sources other than the property tax. 
Tax sharing, state aids, transfers of functions, separation of tax sources, 
and consolidation of local government already have been discussed. 
However, tax codrdination between states and municipalities will be- 
come serious as more municipalities adopt income, sales, and business 
ae, Migration of industry and business within states may become as 
Serious as it is among states. States may be forced to collect these taxes 


59 See Clarence Heer, Federal 


Aid and th and 
Tax Institute, Tax Relations Amo 1?) pp. 47 a 


ng Governmental Units (1938). 


State Taxation for Public Schools 213 


adding the local rate to the state rate or returning all or part of a tax 
to localities in the form of shared taxes or grants-in-aid.” 


ECONOMIC CONTROL 


Federal tax or fiscal policy affecting the whole economy can be 
managed more easily than forty-eight separate state tax programs in 
order to foster economic objectives. States also are limited in their 
choice of taxes because of constitutional restrictions, federal tax policy, 
and interstate competition. They are more limited in their choice be- 
tween deficit spending and taxation. The inflexibility of state tax sys- 
tems is increased by the giving to local government of new local tax- 
ing powers, shared taxes, or grants-in-aid for specific functions.” 

State tax systems have been described as fiscally perverse during in- 
flation or deflation. It is asserted that they reduce tax rates and main- 
tain high levels of public spending during inflation and thereby con- 
tribute to it; and that they impose additional consumer taxes and 
reduce expenditures during deflation and thereby make it worse. It is 
argued that state tax rates should be kept high during inflation to 
drain off purchasing power and that consumer taxes should be reduced 
during deflation to increase consumer purchasing power.” 

The perversity of state tax systems probably is not as great as the 
foregoing paragraph would imply. Taxes that are transferred from one 
group of consumers to another through government spending have 
little effect upon total consumer spending. Thus high consumer tax 
rates during inflation may not reduce inflation; and high consumer 
taxes during deflation may not reduce total consumer spending. Such 
transfers may not be direct—a large part of government spending for 
Capital improvements finds its way into consumer spending through 
direct labor costs and indirect labor costs for materials used. The same 
is true of debt repayments to the extent that the funds are used for 
new investments. About the only way state taxes can þe used to retard 
inflation is to create reserves. Spending these reserves during deflation 
would increase purchasing power. 


4 See ch. VII. : 3 
41 Heer, op. cit, ch. VI; E. D. Allen and O. H. Brownlee, Economics of Public 


Finance (1947), chs. XI and XIII. 
42 Hansen and Perloff, op. cit., ch. IV. 


214 Financing Public Schools in the United States 


INTERSTATE COOPERATION 


There are many forces working toward tax coördination among 
states. Voluntary associations such as the National Tax Association 
and the Tax Institute have been promoting uniformity in state tax 
provisions. Reciprocal tax provisions are making some headway. Co- 
Operation among state officials through conferences, committees, and 
organizations may bring about results. In 1933 an Interstate Commis- 
sion on Conflicting Taxation was created by officials representing 
thirty-one states; in 1935 a Tax Revision Council was appointed by 
representatives of forty-one states. Interstate compacts may be a means 
of securing coordination. Congressional action or administrative guid- 
ance by federal officials may be necessary in some instances. The U. S. 
Treasury recently sponsored a study of intergovernmental relations.“ 


TAX ADMINISTRATION 


The state agencies responsible for administering tax laws frequently 
are not given the authority, professional personnel, freedom from po- 
litical control, or financial resources required to administer and im- 
prove the administration of state tax laws. A tax agency administered 
by one man responsible to the Governor with all bureaus administer- 
ing tax laws under his direction with civil service appointments is 
generally recommended. In large states district offices may be required. 
Exchange of data among states and with federal authorities is ex- 
tremely desirable. Research personnel to study both the tax system and 
its administration is necessary for continuous improvement.“ 


SUMMARY 


Modern state tax systems were developed during the past three dec- 
ades: States have moved ahead of local government in amount of taxes 

* Collected annually. Increased state school support has followed the 
development. Where states have not developed modern tax systems, 


school support on the state level tends to lag. The substitution of gen- 
* See Tax Relations Among G 

Barriers to Trade (1941); and Al 
4t See Groves, op. cit, 

Finance (1947), ch. IX. 


overnmental Units, op. cit.; Tax Institute, Tax 
len and Brownlee, op. cit., ch. XIV. 
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eral fund school appropriations for earmarked school taxes has made 
schools dependent upon the entire state tax system. Less than a fourth 
of the states provide over half of their state school revenues from ear- 
marked sources. 

State tax systems rely heavily upon consumer taxes, the general sales 
tax being the largest revenue producer. However, there are wide varia- 
tions among states in their reliance upon specific taxes. Generally, the 
states with the least taxpaying ability make the greatest use of taxes 
upon consumption. Expediency, fiscal necessity, economic interests, 
and interstate competition have helped shape state tax policies. How- 
ever, tax systems should be appraised and modified in terms of sound 
criteria with emphasis upon economic soundness. A balance should be 
achieved between income taxes and taxes upon consumption. 

The policy of earmarking specific taxes for specific purposes is diff- 
cult to defend on “the benefit theory.” It is not sound fiscal adminis- 
tration. The present heterogeneous state taxes upon business should 
give way to a rational tax upon business. Interstate and state-local com- 
petition and conflicts in taxation must be reduced and eliminated if 
possible. Yet, if every state had a sound and uniform tax system with a 
uniform rate structure, some states would find themselves unable to 
provide an acceptable minimum program of education and at the same 
time support other essential governmental services. 


READINGS 
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CHAPTER IX 


Federal Taxation 


and School Support 


mS 


Federal taxation since 1917 has provided a relatively small part of 
public school revenues. Yet the federal tax system is best able to reach 
the productive capacity of the nation and the federal level has many 
other tax advantages not possessed by the states. In the absence of sub- 
stantial federal assistance for schools, the growth of the federal tax 
structure, and the particular taxes in that structure, have had serious 
implications for the state and local financing of public education. Al- 
though federal assistance to states for all purposes has tempered the 
impact of heavy federal taxes upon state and local public school reve- 
nues, the fiscally weak states have not always been aided most under 
existing federal aids. Even if federal tax support for schools increased 
in the future, federal and state tax coördination must be achieved. The 
whole federal tax structure must be integrated into a sound tax pro- 
gram for all levels of government. 


FEDERAL TAXING ADVANTAGES 


ECONOMIC BASE 


The economy of the United States is characterized by a high degree 
of specialization and concentration, regional inequalities, extensive 
territorial scope of activity with state boundaries presenting few bar- 
riers to commerce, and a highly integrated communication and trans- 
portation system. It is largely a national economy in which widely 


scattered regions contribute to local production and in which all states 
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provide the market for local products. Interstate commerce keeps our 
highly specialized production and distribution system in operation. 
The federal tax system can reach the productive capacity of the na- 
tion out of which taxes must come. States are prohibited from taxing 
interstate or foreign commerce. A state taxing firms engaged in inter- 
state commerce can tax only that part of the business carried on within 
the state. Interstate competition and migration either prevent states 
from taxing movable sources or keep state taxes on such sources at 
levels which do not produce an appreciable revenue. Some state taxes 
on business or consumption interfere indirectly with interstate com- 
merce. The uneven distribution of economic resources means that some 
state tax systems cannot meet their revenue needs. The federal govern- 
ment, on the other hand, is not so restricted by constitutional limita- 
tions. Since it reaches all business, the factor of competition is elimi- 
nated or diminished. The federal tax system meets the test of fiscal 


adequacy.” 


ECONOMIC POLICY 


The federal tax system can be easily manipulated to promote eco- 
nomic objectives. It can be managed not only to produce adequate 
revenue, but also to control their economic effects, because the federal 
government has a wider choice of taxes than the states. The only limits 
on its power to tax are the provisions that it cannot tax exports or levy 
unapportioned property taxes. Its jurisdiction extends over the entire 
economy so it can utilize progressive income tax rates to their eco- 
nomic limits. It can levy business and consumption taxes. It can shift 
its emphasis from the income tax to consumer taxes as economic Con- 
ditions warrant. Finally, it can resort to borrowing in the face of ex- 


treme deflation.” 


TAX JUSTICE 


The federal government relies more heavily upon income taxation 
than do the states. It is in a better position to collect and enforce the 


1See Tax Institute, Tax Relations Among Governmental Units (1938), Part 
One; and E. D. Allen and O. H. Brownlee, Economics of Public Finance (1947), 
ch. IX and Part Two. 

2 Clarence Heer, Federal Aid and the Tax Problem (1939). 
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tax. Hence, it conforms to the equity or ability concept of taxation to 
a greater extent than the states that rely so heavily upon consumption 
taxes. 


TAXPAYER CONVENIENCE 


Firms engaged in interstate commerce must conform to hundreds of 
federal, state, and local tax provisions. They must file numerous re- 
turns with federal, state, and local agencies. Other individuals and 
firms have to comply with federal, state, and local tax laws and regu- 
lations applying to the same sources, As taxes increase in number and 
complexity, not only is the taxpayer inconvenienced but the cost of 
compliance to the taxpayer goes up. Businesses engaged in interstate 
commerce often must keep separate accounts for purposes of state tax- 
ation. One firm engaged in interstate commerce in 1937 had to file 
44,610 returns at a cost of $21,100 to the firm. The collection of many 


taxes through a single federal taxing agency would reduce inconven- 
ience and cost to the taxpayer.’ 


COST OF COLLECTION 


The federal government can collect certain consumption taxes at 
source with a minimum of cost. In other cases it can choose centralized 
or decentralized methods regardless of state lines, whichever is the 
cheaper of the two. States seldom can levy taxes on the manufacturer 
and must deal with wholesale or retail outlets. Federal and state col- 
lection of income taxes means considerable duplication of collection 
costs, 

Dealing with the economy as a whole, the collection and enforce- 
ment of federal taxes is greatly simplified. In collecting a tax on oil or 
gasoline the federal government has to deal with only about 500 re- 
fineries in a limited number of states. Each of the forty-eight states has 
to reach thousands of wholesale or retail outlets. The federal govern- 
ment can collect and enforce a cigarette tax or a liquor tax in a few 
states. Federal corporation, business, or income taxes cannot be avoided 
by migration, 


3 Tax Institute, Tax Relations Among Governmental Units p. 4 
» p. 4. 


Federal Taxation and School Support 219 


GROWTH OF THE FEDERAL TAX SYSTEM 


NINETEENTH-CENTURY STATUS 


Before the Civil War the federal government depended upon cus- 
toms duties for most of its revenues. Excise taxes were levied during 
critical periods, but they never equaled customs duties in importance. 
The strain of the Civil War caused the nation to seek new sources of 
revenues, It levied an income tax, an inheritance tax, liquor tax, a gen- 
eral sales tax, various business taxes, an occupation tax, and a variety 
of excises or taxes on specific commodities. It even tried to levy a prop- 
etty tax in 1861. During the War the new taxes replaced customs as 
the major source of federal revenues. After the War most of the taxes 
were repealed and customs duties regained their importance." 

Following the Civil War there were periods during which the fed- 
eral government had grave financial difficulties. Excise taxes slowly 
gained on customs duties. In 1894 an income tax was enacted but was 
declared unconstitutional. The Spanish-American War forced the use 
of stamp taxes, occupation taxes, special sales taxes, and an inheritance 
tax. These, too, were repealed in 1902. 

Generally throughout the nineteenth century there was little over- 
lapping between federal and state taxes. The federal level depended 
largely on customs and excises; the states, on the general property tax. 


TWENTIETH-CENTURY TRENDS 


The growth of the federal tax system really began with the corpo- 
ration excise tax in 1909. This tax of 1 percent upon corporation in 
come was followed by a personal income tax in 1913 and an estate 
tax in 1916. Between 1910 and 1920 customs duties fell from the 
major source of federal tax revenues to a very minor source (53.5 per- 
cent to 5.6 percent). Excises provided 42.8 percent of national taxes 
in 1910, but only 7.6 percent in 1920. By 1917 federal taxes passed 
the billion-dollar level, reaching over five billion in 1920. Whereas 
federal tax collections had been less than local collections until 1917, 
from 1918 to 1922 they were higher. The peak occurred in 1920 

4 See W. J. Shultz, American Public Finance (1938), pp. 301 ff. 
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when federal collections were double local taxes, partly as a result of 
excess profits taxes, higher rates, and many other special war levies.” 

Between 1924 and 1936 local government again regained its place 
as the major taxing unit in the United States. This resulted from the 
repeal of many of the federal wartime taxes. Rates were lowered on 
income and estate taxes. Prohibition cut off the liquor taxes. Depres- 
sion reduced the yield of the income taxes. On the other hand, from 
1924 to 1930 local taxes increased about 40 percent and during the 
depression they never were reduced to 1924 levels. 


Taste 10. Federal Tax Collections, 1890 to 1949 


i Percent of Ratio of Ratio of 

Year pea Total Taxes Federal to Federal to 

in U.S. State Taxes Local Taxes 
1890 $ 3742 42.7% 3.90 92 
1903 ste 377 3.36 74 
1920 5,689? ei oo, 200 
1925 2,974? 37.7 2.69 78 
1930 3,479" 33.9 1.95 ‘69 
1935 3,551? 36.5 1.88 83 
1940 4910 38.0 1.48 1.05 
1945 40.952» 81.9 7.47 8.53¢ 
1948 37,582? 73.0¢ d 83e 
1949 ; i a ee 
36,0004 71.0° 4.343 5.40° 


@ Shultz, op. cit., p. 294. 
è The Economic Almanac, 1949, p. 137. 
° Estimated. 

Preliminary, 


By 1935, business recovery, new taxes, and higher rates brought fed- 
eral taxes back to the 1930 level. By 1936 they nearly equaled local 
taxes and since then they have exceeded local taxes. Since 1936 the 
federal government has been the dominant taxing unit in the United 
States. 

Federal taxes always have exceeded state taxes, but state taxes were 
gaining on the federal until World War II. New commodity taxes, 
lowered exemptions and higher rates of income tax, and other wat 
taxes brought federal tax collections to over $40 Elion a year by 
1944. Over 80 percent of all taxes were being collected by the federal 

5 See Table 10. 
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unit in 1945. Federal taxes were seven times state taxes and eight 
times local taxes in that year. In 1949 federal taxes exceeded $36 
billion or over two times the total state and local taxes in that year.” 
Moreover, states had invaded the federal tax domain and the national 
government was taxing the same sources as the states. Federal-state 
tax conflicts were increasing. 


POSSIBILITY OF CHANGE 


It is probable that the national government will continue to be the 
major unit for taxation. Tax institutions follow economic institutions 
and our economy has become a national economy with a high degree 
of centralization and concentration. The national government in other 
nations, with few exceptions, is the dominant taxing power. Interna- 
tional tensions, the large federal debt, and the demands for internal 
security will tend to keep federal spending at a high level. Ustimates of 
postwar national expenditures range from $15 billion to over $25 


billion.” 


STATE AND LOCAL EFFECTS 


As long as the federal government continues to absorb a substantial 
portion of the national income through taxation, state and local re- 
sistance to increased taxation can be expected. During the present 
inflationary period this burden has retarded increased state revenues 
for schools to meet higher price levels. Along with rent ceilings it has 
increased the rigidity of the local property tax as a source of revenues 
for schools. 

The incidence of heavy federal taxes is worst in the states with the 
least fiscal capacity to support schools. Between 1928 and 1937 it 
was found that the percent of total federal tax collections collected 
in the states least able to support schools under the Model Tax Plan 
increased. The amount of such collections increased while the state 
and local revenues for schools remained at low levels in these states. 
The reverse was generally true in the states most able to support 
schools. In the absence of increased federal tax assistance for public 


€ Ibid. À 
ram for a Solvent America (1945); and Com- 


T See H. L. Lutz, A Tax Prog 
-mittee for Economic Development, Taxes and the Budget (1947). 
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schools, the weakest state taxing units have been made weaker by 
federal taxation.” 


MAJOR FEDERAL TAXES 


TYPES OF TAXES 


Before the war (1936 to 1941) about 50 percent of federal tax 
revenues came from the individual income, payroll, or corporation 
levies. Excises on liquor, tobacco, and other manufactured articles 
provided about 30 percent. Estate and gift taxes accounted for an- 
other tenth. Customs duties amounted to less than 10 percent. Miscel- 
laneous taxes contributed the remainder? 

By 1948 the income, payroll, and corporation taxes were producing 
over $33 billion or over 75 percent of the federal total. Although 
federal excises or taxes on liquor, tobacco, gasoline, utilities, motor 
vehicles, admissions, and other manufactured articles almost equaled, 
or exceeded, total state or local tax collections, the more than $5 
billion from these sources accounted for only about 14 percent of 
federal tax collections in 1948. Customs amounted to less than 1 per- 


cent and estate and gift taxes to about 2 percent. Another 5 percent 
came from miscellaneous tax sources,? 


INDIVIDUAL INCOME TAX 


The taxation of individual incomes yielded nearly 50 percent of 
total federal tax revenues (1948). The importance of this source has 
been increased by (1) drastically reducing personal exemptions, (2) 
increasing normal and surtax rates, (3) lowering the incomes to 
which maximum surtax rates apply, (4) collecting the tax at source 
through payroll deductions, and (5) the tremendous increase in the 
national income. Between 1929 and 1936 the personal exemption 
for a married person with no dependents was reduced from $3500 to 
$1000. The lowest amount to which surtax rates applied was reduced 
from $10,000 to $2,000. The amount to which maximum surtax rates 


SL. L. Chisholm, The Shifting of Fed. al a . 
Schools (1939), pp. 71-77. & of Federal Taxes and Its Implications for Public 


’ The Economic Almanac, 1945-1946, pp. 109— 
10 See Table 11. pp. 109-110. 
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applied was reduced from $5,000,000 (1936) to $200,000. The 
minimum surtax rate was raised from 1 percent in 1929 to 20 percent 
in 1944. The maximum surtax rate was increased from 20 percent 
to 90 percent." Although there have been some reductions in rates 
and increases in exemptions or deductions since then, collections have 
remained high. 


CORPORATION LEVIES 


The corporation tax yield in 1945 was over a third of total federal 
tax collections. Much of the increase was from excess profits taxes 
enacted during the war. A small part came from a capital-stock tax 
enacted in 1933. The rest resulted from increasing rates and higher 
corporation incomes.” After the war the rates were reduced; these 
taxes now account for between 20 and 25 percent of federal col- 
lections. 


CONSUMPTION LEVIES 


During the war a number of new consumption taxes were enacted 
upon jewelry, furs, luggage, toilet preparations, oil pipelines, and 
transportation. Increased rates and/or increased volume of business 


Taste 11, Federal Tax System, 1940-1948 


Collections 
Tax Cin millions) 
1940 1948 

Alcoholic beverages $ 624 $ 2,255 
Customs 350 422 
Estate and gift 360 899 
Income—individual 982 20,998 
Income—corporation 1,121 9,852 
Payroll 883 2,526 
Manufacturers’ excises 447 2,119 
Tobacco 608 1,300 
Other 328 2,052 
Total $5,703 $42,423 


a Tax Systems (10th ed.), p. 271, and The Economic Almanac, 
1949, pp. 140-141. The totals differ from those in Table 7 largely 
because payroll taxes are included here and refunds are not de- 


ducted. 
11 The Economic Almanac, 1945-1946, pp. 118-119. 
12 Ibid, pp. 114-116. 
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brought about increases in the returns from liquor, tobacco, gasoline 
and oil, sugar, coal, motor vehicles, playing cards, telephone and tele- 
gtaph, electricity and other items of consumption. 


COMPETITION WITH THE STATES 


The federal government gradually has usurped the major tax 
sources upon which states have depended for support. The only major 
exception is the general sales tax. Because of ease of migration, state 
individual income taxes generally have been levied at moderate rates, 
leaving the higher levels of income to the federal government. With 
the reduction of personal exemptions and the large increase in mini- 
mum rates under the federal income tax, states have been reluctant 
to utilize the tax. Some have reduced their income taxes. Some have 
repealed them. The number of states adopting state income taxes has 
ceased to grow. The higher corporation levies have increased interstate 
conflicts in this area and the threat of migration undermines state 
business tax laws. The increase in the number of consumption taxes 
and higher rates not only have increased opposition to state commodity 
taxes, but adversely affect state general sales taxes. Such conflicts handi- 


cap public schools in finding new or increased revenues from state 
sources. 


FEDERAL TAXES FOR STATE ASSISTANCE 


The full effect of federal taxation upon state and local public 
school revenues since 1936 has been tempered by federal assistance 
to the states. To the extent that such assistance has relieved the total 
burden of state and local taxes it has indirectly aided states and local- 
ities in supporting schools. Although federal assistance to states has 


helped schools indirectly, it has not given enough help to the fiscally 
weak states, 


BACKGROUND 


; The policy of annual federal gtants-in-aid to states has been in ex- 
istence for over half a century. It began with the Hatch Act in 1887 
which made annual allowances for agricultural experiment stations. 
Three years later, annual appropriations were made for aiding land- 


Federal Taxation and School Support 225 


grant colleges. In 1911 aid was provided for forest-fire protection; and 
in 1914 for agricultural extension work. In 1916 aids were extended 
to states for roads and the National Guard. Aid for rehabilitation of 
the disabled (1920), infant and maternity hygiene (1921), and in- 
creased highway assistance (1921) brought total federal assistance up 
to an average of about $150 million a year between 1922 and 1932.” 

The recovery and relief program raised federal assistance to the 
states up to $2 billion by 1935—equal to nearly 60 percent of total 
state tax collections for that year. Much of this assistance was for 
relief, but other types of aid were increased. Aid was also extended for 
unemployment service, public health, care of the aged, dependent 
children, and the blind, and the administration of unemployment 
compensation systems. * 


CURRENT STATUS 

Total federal aids for agricultural experiment stations, agricultural 
extension, forest protection, aid to dependent children, aid to the blind, 
land-grant colleges, vocational education, venereal disease control, 
old-age assistance, public health, administration of unemployment 
compensation, rehabilitation, grade crossings, highways, wildlife, child 
welfare, crippled children, maternal and child health, public housing 
agencies, disabled servicemen, and shared revenues, amounted to 
nearly $665,000,000 in 1946-1947. If certain emergency grants and 
other federal expenditures within states are included, such as agri- 
cultural adjustments, school lunches, extension and security, high- 
ways, national guard, training nurses, access toads, and vocational edu- 
cation, the total is raised to $1,290,000,000. This is equal to nearly 
20 percent of total state tax collections in 1947.” 


EFFECTS 


Some of the states with the lowest fiscal capacity to pay taxes re- 
ceive above average assistance from the federal government, but 
they are not the states that benefit most. In Mississippi, Arkansas, and 

18 Shultz, op. cit, pp. 702-703. 


14 H, M. Groves, Financing Government (1945), pp. 522-524. i 
15 Council of State Governments, Grants-in-Aid and Other Federal Expenditures 


Within States (1947), pp. 16-17 and pp. 22-23. 
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Georgia the assistance (1944) amounted to over 50 percent of state 
tax collections. In Alabama, South Carolina, Kentucky, New Mexico, 
and Tennessee it exceeded 40 percent. In North Carolina and Louisi- 
ana it did not reach 40 percent. Yet, in five of the more able states, 
federal assistance exceeded state tax collections—Idaho, Montana, 
Nebraska, North Dakota, and South Dakota. It almost equaled state 
taxes in Iowa, Kansas, Nevada, and Wyoming. Existing federal aids 
do not give most relief from the incidence of federal taxes in the states 
that need relief most.” 


FEDERAL REVENUES FOR SCHOOLS 


The development of annual federal appropriations for public 
schools was summarized in Chapter V. In 1948 the amount pro- 
vided for vocational education was $25 million; emergency school 
appropriations were $60 million; or a total equal to about 2 percent 
of total school revenues. The $300 million proposed in 1949 would 
provide only about 7 percent of public school revenues.” 

In addition to appropriations, certain states receive percentage grants 
from certain receipts of the federal government, part of which may be 
used for public school support. (1) States with federal forest reserves 
receive 10 percent of monies received annually from timber and graz- 
ing rights. These funds must be used for public schools or highways 
in the counties containing the reserves. In 1945 forty states received 
a total of $4,003,031 from this source. Mississippi, Oregon, and Wash- 
ington were the only states getting over $500,000. (2) States con- 
taining federal mineral lands or deposits receive 37.5 percent of the 
annual receipts from bonuses, royalties, and rentals from such lands. 
These funds also must be used for public schools or roads. In 1945 
twenty-one states obtained $3,770,383 from this source. California 
received $1,186,449 and New Mexico $624,786. (3) States contain- 
ing federal grazing lands are paid 50 percent of the receipts from the 
lands. The funds are to be used for the benefit of the county of 
counties in which the lands are located. Ten states received $382,585 


1 Thid, ; 
1 ae (1945), plus data on tax yields from Book of the States, 1945-46, pP- 


17U. S. Office of Education, Federal 7 
a D n, Federal Government Funds for Education, 1947-48 
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from these receipts in 1945. (4) Proceeds of public land sales have 
been shared with the states, but the number of states involved and 
the volume of sales ate now very small. These were used for roads or 
schools. It is not known how much of the approximately $8,000,000 
from the four sources was used for schools in 1945.” 

Some of public school funds received from federal sources may be 
credited to state assistance,” but there is no evidence that in the past 
the states least able to support schools always received the greatest as- 
sistance. In 1946 the reported percentage of total public school reve- 
nues from federal sources ranged from 0.4 in Massachusetts and New 
York to 11.3 in Wyoming. New Mexico, which ranks among the 
states with the least fiscal ability, obtained 0.9 percent while Nevada 
which ranks among the most able received 3.6 percent from federal 
sources, Alabama (3.7), Arkansas (3.1), Georgia (63), Kentucky 
(4.0), Louisiana (5.9), and Mississippi (2.9) received percentages at 
least double the United States average of 1.3, but South Carolina had 
only 1.2 percent; Tennessee 1.3 percent; and West Virginia only 0.7 
percent. Nevada (3.6), Utah (2.8), Washington (4.5), and Wyo- 
ming (11.3) among the abler states did better than some of the least 
able states.” 

When total emergency school funds to states are included, most of 
the states with the least fiscal capacity have received substantially more 
federal assistance. The amount of total school revenues received from 
all federal sources approximate 10 percent in 1946 in Alabama, 
Arkansas, Georgia, Mississippi, South Carolina, and Tennessee. On 
the other hand, Kentucky, Louisiana, New Mexico, and North Caro- 
lina received above the national average.” 


FEDERAL AND STATE TAX COORDINATION 


The potency of the federal government in taxation, the magnitude 
of federal tax collections, the exploitation of particular overlapping 


18 Ibid., for 1945-1946. 

19 See ch. V. 

20 Statistics of State School Systems, 1945-1946, p. 64. i 

21 Estimates based upon footnote 17 and estimated public school revenues for 


1945-46. 
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taxes by the federal unit, and the tax immunity of federal instru- 
mentalities hamper the states. When states imposed liquor and to- 
bacco taxes they invaded a traditional source of federal revenues. State 
income taxes decrease the yield of the federal tax because the amounts 
paid to the states are deductible. Community property laws in certain 
states decreased federal revenues and put other states at a tax dis- 
advantage until 1948. State retail sales taxes not only limit federal 
excise taxes but also are deductible from the federal income tax. State 
tax exempt bonds affect federal revenues. State policies also affect 
federal undistributed profits, stock and bond transfer, and inheritance 
and gift taxes. Both federal and state taxes come out of the same eco- 


nomic resources and what one does affects the other and the public 
schools.” 


FEDERAL AND STATE IMMUNITY 


The immunity of federal instrumentalities from state taxation and 
State instrumentalities from federal taxation is based upon Supreme 
Court decisions. With the expansion of federal activities within states 
and the growth of state governments, reciprocal immunity from dis- 
criminatory taxation has become a serious tax problem. The doctrine 
has been so interpreted as to help the federal government more than 
the states, What are exceptions for the federal unit are often not ex- 
ceptions for the state unit. There has been some relaxation of the in- 
terpretation in the case of taxing incomes of government employees, 
but confusion still exists in even this area, Immunities should be 
abolished to the extent that federal and state governments should be 
subject to the general tax laws applying to others. Until they are, 
payments in lieu of taxes should be adopted as a general policy. With 
State taxation for schools increasing, public schools have a greater 
stake in a rational policy of immunity.” 

a See Joint Committee of the American Bar Associati i 
Association, and the National Association of Tax ee, a 


of Federal, State, and Local Taxation (1947); U. S. Treasury Department, Division 


of Tax Research, Federal-State Tax C irdinatir i j 
Among Governmental Units, op. cit., ch. a a a Ta Rea 


* See Groves, op. cit, pp. 420-426: i ‘ 
Governmental Units, ch. iv ; and Tax Institute, Tax Relations Among 
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COORDINATION DEVICES 


Many proposals have been advanced for federal-state tax coördina- 
tion: (1) transfers of functions, (2) federal grants-in-aid, (3) fed- 
erally collected-state shared taxes, (4) federally collected state taxes, 
(5) joint administration of certain taxes, (6) separation of tax 
sources, (7) deductions, (8) crediting, (9) joint research and plan- 
ning relative to fiscal policy, and (10) exchange of information. 

These have been listed according to the approximate degree of federal 
centralization involved in each. In choosing centralization versus de- 
centralization, attention must also be given to such factors as (1) 
criteria of a sound tax system, such as revenue adequacy and administra- 
tive efficiency; (2) removal of the limitations of state tax systems, 
particularly fiscal incapacity and interstate competition; (3) the 
prudential spending of revenues; (4) the practicability of the pro- 
posal; and (5) the maintenance of minimum levels of services es- 
sential to the national welfare, such as public health, public educa- 
tion, and other basic social welfare provisions. 


TRANSFERS 


With the twentieth-century expansion of federal and state govern- 
ments there have developed overlapping services in such functions as 
agriculture, labor, commerce, police protection, conservation, high- 
ways, public health, social welfare services, and research. Although 
state and local units still carry the major burden of most of the serv- 
ices, the federal government has the major taxing potential. 

Outright transfer of certain functions from the states to the federal 
level would eliminate the necessity for state and local tax support of 


such functions. It would capitalize upon the advantages of the federal 
limitations of state tax systems. The 


prudential spending of such funds would be facilitated because the 
lized or decentralized re- 


federal government could choose centra 
gional administration. Uniform service standards could be maintained 
throughout the nation. 

Much of the lag in making transfers is du 


taxing system and cut down the 


e to tradition, psycho- 
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logical blocks, vested interests, and blanket fear of centralization. In 
private business we have accepted a high degree of desirable and nec- 
cessaty centralization in communication and transport services. Yet 
we hesitate to transfer the highway function to a central agency. At 
one time agricultural, conservation, and commercial services were 
largely federal, but states duplicated these instead of seeking expansion 
of the federal services. 

Transfer of functions indeed may be the best single device for pre- 
serving decentralized government. By transferring certain functions 
like highways to central agencies, state and local taxing power is re- 
leased for the support of functions vital to self-determination and in- 
dividual welfare such as health, education, safety, housing, protection, 
sanitation, and utilities. Although other communities and states are 
concerned with the maintenance of minimum service levels every- 
where for such functions, there is no self-government unless localities 
and states can exceed uniform standards if they so desire. Self-govern- 
ment to go beyond certain minima, to make local adaptations in serv- 
ices, and to provide new or different services is the vital issue. Without 
tax leeway, self-government often means self-imposed poverty and 
stagnation in government. 


GRANTS-IN-AID 


Grants-in-aid of necessity involve centralization to the extent that 
the central government must choose the specific state or locally ad- 
ministered functions to be aided or the minimum service levels to be 
maintained through grants, Otherwise, the grants-in-aid have the ad- 
vantages of tax centralization without disturbing existing functional 
allocations as between levels of govetnment. It would be possible, 
of course, to provide a grant which might be used to aid all functions 
of state or local government, but national interests probably would 
preclude such a policy. The nation as a whole is not equally con- 
cerned with all functions of government. The patterns of state and 
local government vary considerably, and the prudential spending of 
the funds would not be assured. The United States for over a half a 
century has pursued the policy of making tants for specific purposes 
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with varying degrees of control over the services to be provided within 
the states. It probably will continue this policy.” 

The grants-in-aid policy enable states to maintain minimum stand- 
ards of service for the particular functions aided, with tax relief to the 
extent of the grant. Where the grants are inversely proportional to 
fiscal capacity, the burden of federal taxation upon state and local 
tax resources is more equitably distributed. Part of the burden of sup- 
porting services tinged with national interest is spread over the entire 
economy. The limitations of state and local taxation are reduced. The 
prudent spending of the funds is controlled to a greater degree than 
it is under other devices. States and localities are free to exceed na- 
tional minima depending upon their fiscal capacity and the total 
federal tax burden. 

There are two objections to providing state tax relief through aid- 
ing isolated functions of government. (1) If any states would have to 
use all of the federal funds to attain national minimum levels, there 
would be no immediate tax relief, only relief from further increases in 
state and local taxation. (2) If the service requirements of two func- 
tions have an inverse relationship, e.g, old-age assistance and educa- 
tion where large need for one may mean reduced need for the other, 
then aiding only one may impose a heavier burden on states with 
heavy requirements for the other. Its financial resources to meet its 
heaviest requirement are limited by federal taxes to help finance the 
heavy requirements for the other in certain states. However, the same 
criticism can be raised against federal taxes for federal purposes. With 
many functions there is little national interest in the maintenance of 
minimum service levels.” 

The major difficulties with grants-in-aid for a specific function are 
in the choice of the minimum service level to be aided, the measure- 
ment of its costs, the measurement of fiscal capacity, the prudential 
spending of the funds, and the issues of control that arise. Research dur- 
ing the past twenty years, in relation to grants for public school sup- 


port have made them administratively practicable, but future refine- 


24 See Heer, op. cit., p. 14 and A. H. Hansen and H. S. Perloff, State and Local 
Finance in the National Economy (1944), ch. Vill. 
25 Ibid., pp. 17-18. 
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ments will be both necessary and possible. The Committee on Inter- 
governmental Fiscal Relations of the Treasury Department (1943) 
recommended the extension of the grant-in-aid policy for public 
schools and relief. Tax experts have made similar recommendations.” 
Issues of control have delayed the adoption of increased federal 
grants-in-aid for schools. In the final analysis the only control that 
need accompany the federal grant is that of audit to see that the funds 
are spent honestly for the purposes intended. Any other controls are 
not inherent in the grant-in-aid policy and are subject to state and local 
restraint under our representative form of government.” 


FEDERAL COLLECTION WITH STATE SHARING 


The United States government does not use centrally collected, 
shared taxes as have Argentina and Germany and most states within 
the union. Its revenue sharing has been limited to certain minor sources 
such as receipts from federal land sales or leases, It has been proposed 
that the states surrender certain taxes, such as those on incomes, busi- 
ness, liquor, gasoline, or cigarettes, and that the federal government 
share the yield of these taxes at fixed rates on the basis of population, 
amount of collections, or other indices, The proposal has the advan- 
tages of simplicity, unified administration and collection, separation 
of revenue sources, and no federal interference with state freedom.” 

The limitations of and objections to the proposal are many. It would 
Not assure the maintenance of minimum service levels for services es- 
sential to the national welfare, The amount returned to the states 
would be according to an arbitrary formula rather than fiscal need. Re- 
sponsibility for determination of the state share would have to be sur- 
tendered to the federal government, leading to fiscal dependence or 
lack of state responsibility for the protection and spending of the funds. 
The amount going to a state might not be related to fiscal need. If 


some states refused to surrender their own taxes, the federal govern- 
ment, nevertheless, would have 


: to levy its tax in a uniform rate in all 
states. 


26 For example, Hansen and Perl ff, 
nsee chs Fae off, Heer, Groves, and Shultz. 
28 See Schultz, op. cit, pp. 697-6 

2 Ibid, i R 
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Groves holds that the plan might be experimented with in the case 
of a tax like the tobacco tax where the tax has been generally adopted 
and is fairly uniform, where state administration is expensive or un- 
satisfactory, where objective and simple bases for distribution are 
available, and where the stake of individual states in the tax is relatively 
small. The Committee on Intergovernmental Fiscal Relations of. the 
Treasury Department made a similar proposal.” 


FEDERALLY COLLECTED STATE TAXES 

Where the federal government collects both federal and state taxes 
levied on the same source, administration is improved and simplified, 
collection costs are reduced, and convenience to the taxpayers is en- 
hanced. Greater uniformity in state taxes would be achieved. In 
Australia either the federal government collects both the federal and 
state income tax or the state collects both. France and Mexico have 
used this method. It has been proposed that the United States admin- 


ister and collect certain taxes, such as the income inheritance levies, 


allowing the states to add a percentage to the federal levy. Supple- 
mentary state rates would be superimposed upon the federal rates. 
The yield at the state rate would be returned to the state. A state that 
did not want to use the device would be free to levy its own tax as it 
now does. However, all states participating would have to accept the 
federal basis for the tax.” 

The plan would not work for all taxes. Some of the very taxes 
which the federal government can most easily administer and collect 
could not be used. In the case of commodity taxes which the federal 
government can collect from the initial manufacturers, refineries, or 
processors, it would be impossible to impose extta state levies. Such 
commodities cannot be separated according to the state in which they 
will become taxable. State supplemental income taxes would have to 
be collected according to residence rather than source of income. Nor 
would the plan eliminate the factor of interstate competition oF dif- 
ferences in fiscal capacity that lead to inequalities in essential public 


services.” 


30 See Groves, op. cit, p. 458. 
81 Ibid, pp. 458-459. 
32 See Shultz, of. cit, p. 700. 
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JOINT ADMINISTRATION 


The United States has not the constitutional legal machinery for 
joint state and local administration of certain taxes as has been done 
in Australia. Under this device states may utilize federal collection 
agencies by paying the costs involved, or the federal government may 
farm out administration of certain taxes to the states, reimbursing the 
state for the cost involved, or a joint agency may administer and col- 
lect the tax. The advantage in the plan is that it enables the states and 
the federal government to choose the cheapest collection plan and the 
most effective administration and enforcement agency. It might stimu- 
late some uniformity in state tax laws. Otherwise, it is subject to all of 
the limitations of federally collected state taxes.” 


SEPARATION OF SOURCES 


About the only major tax sources not utilized by both the federal 
and state governments are the general sales tax and the property tax, 
which is becoming a purely local tax. The Interstate Commission on 
Conflicting Taxation (1934) proposed that the federal government 
surrender the taxation of gasoline and electricity to the states and the 
States in turn surrender to the federal government the tobacco and 
liquor taxes. Shultz suggests that states might tax incomes below $25,- 
000 and death taxes for estates below $100,000 with the federal 
government alone taxing the higher brackets. The Committee on 
Intergovernmental Fiscal Relations of the Treasury Department pro- 
posed that the federal government abandon all motor vehicle taxes. 

Separation of sources would enhance Convenience to the taxpayers 
and reduce federal-state conflicts, but it would not necessarily improve 
administration, fiscal Capacity, revenue yield, interstate competition 
and jurisdictional conflicts, or maintenance of defensible service levels. 
For most taxes the federal unit has the advantage in administration. 
Even the sales tax could be much better administered as a tax on manu- 
facturers. In the case of the motor vehicle tax the states have the ad- 
vantage in enforcement. States also are not at a great disadvantage in 


administering the income tax on small incomes, but the federal unit 


38 See Groves, op. cit., pp. 459-461 
34 Schultz, op. cit, p- 606, j 
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with its greater power to borrow during deflation is in a better posi- 
tion to rely more heavily upon income and estate taxes than the states. 
Federal taxes even on sales do not present the jurisdictional conflicts, 
problems of multiple taxation, and competitive factors present in state 
tax administration.” 


DEDUCTIONS 

The reciprocal arrangement by which state taxes can be deducted 
in determining the federal tax base and federal from state has been 
used to a limited extent with income taxes. Its equity appeals to the 
taxpayer. It operates to reduce the competitive disadvantage of states 
with income taxes and it checks evasion through migration. The net 
effect, nevertheless, is to reduce the revenue yield of each unit. It has 
very limited usefulness as a codrdination measure. 


CREDITS 

The crediting device has been utilized in the case of payroll and 
estate taxes. It permits taxpayers to pay federal taxes with state tax 
receipts. Its primary purpose is to reduce federal-state and interstate 
tax conflicts. In the case of the inheritance tax, it eliminated inter- 
state rate-cutting for competitive advantage. On the other hand, credit- 
ing increases the federal rate in order to offset the revenue loss; and 
the states escape responsibility for their rate structure. Without prior 
agreements as to state rates the federal government will hesitate to 
extend the policy. It does not solve the problems of multiple taxa- 
tion, diversity in state tax provisions, differences in fiscal capacities, and 
dual administration of the taxes. Nevertheless, it can be improved 
and should be extended to gift taxes. It might be extended to the 
income tax, thereby indirectly forcing all states to adopt the tax if 
coercion were desirable. It reduces the yield of the federal tax, and it 
does little to correct other evils resulting from the lack of tax co- 


ordination. 


JOINT RESEARCH AND PLANNING 
Another proposal is that there be created a joint federal-state fiscal 
authority with no power to administer taxes or to determine tax 


35 See Groves, op. cit, pp. 454-456. 
30 Ibid., p. 457. 
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policy.” It would be a continuous, official, advisory and negotiating 
body to the federal and state governments. Its power would be limited 
to making recommendations for or advisory opinions upon proposals 
for tax coérdination. It would carry on research, formulate proposed 
plans, and disseminate facts. The proposal is made on the grounds 
that fiscal relationships are constantly changing, that voluntary co- 
operation is essential to get codrdination, that legislative and ad- 
ministrative channels must be used, and that continuous, impartial 
expert opinion is needed to give direction to the codrdination move- 
ment. 


EXCHANGE OF INFORMATION 


Another channel of voluntary coöperation is the exchange of in- 
formation basic to the formulation of tax policy, administration, and 
enforcement. State officials now can use federal income tax and audit 
data by paying a moderate service fee, and most states use this in- 
formation service. Some progress has been made in the exchange of 


data relative to liquor taxes. This device can be extended to other 
states and to other taxes. 


FEDERAL TAX REFORM 


Whether or not public schools receive increased tax revenues from 
federal sources, the implications of federal taxation for state and local 
tax support and the functioning of our economic system force them to 
be concerned with federal tax policy. The long term need for federal- 
State tax codrdination has centered attention upon certain reforms. 
The heavy: federal debt and high wartime taxes have brought out a 


number of proposals dealing with the federal tax system itself, often 
without reference to the total tax problem, 


TWENTIETH CENTURY FUND (1937). 


Before the imposition of heavy wartime federal taxes, the Com- 


mittee on Taxation of the Twentieth Century Fund among other rec- 


ommendations proposed these changes in federal fiscal policy: 


57 Treasury Department, Report Ci ji j 
Re ies aie port of Committee on Inter-Governmental Fiscal 


#8 Twentieth Century Fund, Facing the Tax Problem (1937), pp. 393 ff. 
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1. Reduce gradually tariff rates; 

Repeal federal surtax on undistributed profits of corporations; 

3. Repeal the progressive income tax provisions for corporations and 
use flat rates; 

4, Lower personal exemptions and credits for dependents under federal 

personal income tax; 

Eliminate tax-exempt federal securities; * 

Increase federal death tax rates and lower exemptions; 

Adjust gift tax rates and extend crediting to gift taxes; 

Replace excess profits tax with a tax at nominal rates covering a five- 

or ten-year period; 

9. Repeal federal capital stock tax; and 

0. Abolish federal commodity taxes excepting those on liquor, tobacco, 
and gasoline. 


N 


oa oS 


TREASURY COMMITTEE ON INTERGOVERNMENTAL FISCAL RELA- 
TIONS (1943). 


The report of this committee issued during the war dealt primarily 
with tax coordination. It proposed that the federal government: 


1. Allow deductions of state income taxes upon an accrual basis; 
2. Revise, modernize, and broaden death tax credits; 
3. Overhaul the estate tax, reducing exemptions, and integrating the tax 
with the gift tax; 
4, Eliminate tax-exempt securities; 
5. Provide that community property tax laws shall not apply to federal 
income taxes; 
6. Provide payments in lieu of taxes under the immunity doctrine; 
7. Allow state sales taxes to apply to contractors working on govern- 
mental orders; 
8. Increase the federal credit under unemployment compensation taxes, 
9. Make the tobacco tax a federally collected-state shared tax; 
10. Abandon motor vehicle taxes to the states; 
11. Reduce regressiveness of the tax system by deémphasizing business 
taxes; and 
12. Repeal federal liquor license fees. 


8° Treasury Department, Report of Committee on Inter-Governmental Fiscal 


Relations, Vol. I. 
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POSTWAR PROPOSALS 


A number of proposals have been advanced for postwar tax reform 
from such agencies as the Twin Cities Research Bureau,“ the National 
Planning Association,” Committee for Economic Development,” 
Brookings Institution, and Committee on Postwar Tax Policy.“ The 
underlying objective of all these proposals is the preservation and ex- 
pansion of the private enterprise system as a means of promoting full 
employment and prosperity. The detailed rate structures of such pro- 
posals depend for their validity upon the volume of federal spending, 
the trend in the national income, the specific taxes retained in the tax 
system, and federal-state relations in taxation. Nevertheless, there is 
general agreement among the plans (with the exception of the 


Twin Cities) as to the direction that federal tax reform should take, 
namely: 


1. Retain the present low personal exemptions and credits for dependents, 
but reduce the rates in the upper brackets; 

2. Eliminate double taxation of income from corporations under the 
corporate and individual income taxes, either by reaching the income 
entirely through the individual income tax or by giving stockholders 
credit for the tax paid on distributed income by the corporation; 

3. Repeal the progressive rate structure for Corporate income taxation and 


substitute a flat rate under a single tax applying to all business or 
abolish the tax completely; 


4. Repeal excess profits tax; 
- Reduce the number of commodi 
tobacco, 


VM 


ty taxes, retaining those on liquor and 


EFFECTS OF CHANGES 


The effect of postwar federal tax structure of the type envisaged in 
most of these reports would be to make the income tax largely a 
federal tax, leaving taxes on consumer spending as the major source 


F Julian B. Baird and Others, The Twin Cities Plan: Postwar Taxes (1944). 
K Beardsley Ruml and H. Sonne, Fiscal and Monetary Policy (1944). 
2 Harold M, Groves, Postwar Taxation and Economic Progress (1946); and 
The Research and Policy Committee, Taxes and the Budget (1947). ; 
i Lewis H. Kimmel, Postwar Tax Policy and Business Expansion (1944). 
H. H. Lutz, A Tax Program for a Solvent America (1945). 
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of state revenues. If the Twin Cities proposals were followed as to 
the retention of all federal commodity taxes plus a federal sales tax, 
states would be forced to rely more upon the federal tax structure for 
support. The heavy reliance upon income taxes envisaged in most of 
the proposals would make the federal tax system very unstable, but 
its ability to utilize deficit spending would offset the instability. On 
the other hand, state tax systems would be relatively stable. The 
economic effects of relatively high federal income taxes on the lower 
income brackets plus the burden of state and local consumption and 
ptoperty taxes would have to be watched. A proper balance must be 
retained between the creation of risk capital and luxury spending and 
the maintenance of mass living standards and consumer buying power. 
The support of public schools depends more upon the effective func- 
tioning of the economic system than it does upon particular taxes or 
taxing institutions.” 


SUMMARY 


The federal government has replaced local government as the 
dominant taxing unit in the United States. As a tax collector in a 
national economy, the federal government has many advantages not 
possessed by states and localities. It is not so handicapped by migration 
and evasion. Federal tax policy can be more easily manipulated to 
promote economic objectives. The federal unit is in a better position 
to collect and enforce income taxes. It can collect many taxes more 
cheaply than the state. However, the incidence of heavy federal taxes 
increases taxpayer resistance to state and local taxes. 

The federal government has practically usurped the income tax and 
it has made use of many of the consumer taxes upon which states de- 
pend. The problem of federal-state relations in taxation remains to be 
solved. Federal assistance to the states has tempered somewhat the 
impact of federal taxes, but federal assistance programs are insignificant 
compared with postwar outlays for past wars, future wars, and inter- 
national political and economic programs. Except for emergency 
grants, federal assistance for schools has been relatively insignificant. 


4 Allen and Brownlee, op. cit, Part Four; and H. M. Groves, Viewpoints on 
Public Finance (1947), chs. IV, VI-IX, and XII. 
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Adoption of the pending federal aid bill would not. alter this fact 
very much. 

Among the federal tax problems of vital concern to schools are (1) 
providing federal support in lieu of taxes for tax-exempt federal prop- 
erties within states and local jurisdictions; (2) codrdinating federal- 
state tax policies; and (3) reducing the burden of federal taxes as 
rapidly as international developments will allow. 
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CHAPTER X 


Federal and State Policy 


in School Finance 


a/l 


Federal and state policy in the financing of public schools and 
central-local control relationships should be considered together, but 
central governments in the United States seldom have followed con- 
sistent policies. There have been many unintentional shifts in control 
or fiscal policy growing out of practices the implications of which were 
not understood. The methods of apportioning financial assistance to 
school systems have not always been in harmony with intended 
policies. Discretionary powers given central agents sometimes have 
brought about shifts in control without legislative sanction. 

The federal government for over a century promoted the establish- 
ment of a decentralized school system; then it went to the extreme of 
using central finance to promote federal objectives within the de- 
centralized system; and finally it created federally controlled and 
financed educational enterprises within states. 

All states have used central finance to stimulate a decentralized 
school system with local tax support for schools. All states, on the 
other hand, have established various central controls over schools, 
such as compulsory attendance, minimum length of term, minimum 
qualifications of teachers, required curricular offerings and services, 
and minimum requirements for school buildings, that place very un- 
equal tax burdens upon local school systems with varying fiscal 
capacities. Yet some states provide practically no central support. 
Most place restrictions on local taxation as well. Most states provide 


no central support for school buildings in spite of the many state 
243 
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regulations which affect building costs. Hence, the decentralized struc- 
ture in some states cannot fulfill state demands. 

State fiscal policy for the support of schools varies from almost 
complete absence of state financial participation to almost complete 
state financing. In between these will be found (1) centrally collected- 
locally shared taxes which imply a minimum of state direction and 
fiscal responsibility; (2) central support predictable in amount to sup- 
plement locally collected revenues, which implies a somewhat higher 
level of state concern; (3) central support to equalize service pro- 
visions and local tax burdens, which implies a high degree of state 
responsibility in a partnership with local units; (4) central support 
to promote or stimulate state purposes which utilizes the decentralized 
structure for state ends and so represents a very high degree of central 
control. At times, most states have pursued two or more conflicting 
fiscal policies. i 

Although most states have created local school units that are fisca lly 
independent of other local units of government, other states have 
made all school systems a department of town or city government. 
Some states have a combination of the two policies. Others have 
negated fiscal independence by subsequent tax limitation or budgetary 
review policies as summarized in Chapters IV and VI. 


DEVELOPMENT OF FEDERAL POLICY 


The Constitution of the United States contains no reference to 
public education. Thus, it has been largely a matter of state jurisdic- 
tion under the Tenth Amendment, which provides that “powers not 
delegated to the United States by the Constitution, nor prohibited by 
it to the States, are reserved to the States respectively, or to the people.” 
Yet the federal government from its inception has been concerned 
with public education, a concern that has been justified under the 
General Welfare Clause of the Constitution. The national government 
has been interested in establishing decentralized state school systems, 
stimulating certain educational activities within states, directly pro- 
viding certain educational services within states, and providing educa- 
tion within federal jurisdictions. 


1. Establishing state school systems, Most states admitted to the 
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union since 1789 were created out of territories belonging to the fed- 
eral government. In each territorial act, provision was made for a 
public school system.” As a condition for admission to statehood, 
Congress had stipulated requirements as to schools. Beginning with a 
very general provision in the case of the admission of Ohio in 1802, 
the requirements gradually became more detailed and specific. When 
Oklahoma was admitted in 1906 Congress required (1) a public 
school system free of sectarian control, (2) schools conducted in 
English, and (3) recognition of separate schools for colored and white 
populations, as well as the usual provisions regarding school lands.” 
The last enabling act passed in 1910 and applying to New Mexico and 
Arizona required that schools, colleges, and universities provided in 
the act should forever remain under the exclusive control of the 
state.” 

The federal government during the nineteenth century made land 
grants to promote education in general within the states. The Ordi- 
nance of 1785 directed that section number sixteen in each township 
should be reserved for school support. The Ordinance of 1787 expressed 
territorial policy in these terms, “Religion, morality, and knowledge, 
being necessary to good government and the happiness of mankind, 
schools and the means of education shall forever be encouraged.” 
Beginning with the admission of Ohio in 1802 the federal government 
proceeded to implement this policy by reserving lands for school sup- 
port. These land grants were made either to the township (e.g., Ala- 
bama, Indiana, Ohio, and Mississippi) or to the state for support of 
schools in the townships (e.g, Illinois, Missouri, and Arkansas).* 
When Michigan was admitted in 1837, the lands were given to the 
state for the support of schools regardless of township lines. This policy 
was generally followed for states admitted after 1837. Many states 
later were given grants of salt lands, lands for internal improvements, 
and swamp lands, part of all of which could be used for school support. 

The same policy of promoting schools within states was followed 


1E, P, Cubberley, State School Administration (1927), p 111. 3 

2 National Advisory Committee on Education, Federal Relations to Education 
(1931), II, 16. 

3 Ibid., p. 20. 

*Cubberley, op. cit., pp. 23-24. 
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in making early monetary grants. Twenty-nine states were given a 
percentage of revenues from the sales of federal lands within the 
state, Sixteen of these were required to use these monies for schools.’ 
Like land grants, these money grants for schools generally were not 
accompanied by any federal controls. The definition of schools usually 
was left to the states. There was practically no federal check on the 
use of the funds by states." 

2. Federal direction to educational development in states. The 
Civil War directed attention to the national interest in specific types of 
education. The war called for increased agricultural and industrial 
production as well as military training. The passage of the Morrill 
Act in 1862 marked a new departure in federal policy, the stimulation 
of specific types of education within states. The act provided land 
grants to establish colleges of mechanical and agricultural arts which 
would also provide for military instruction under state control. Begin- 
ning in 1890 money grants were provided for supporting these in- 
stitutions on condition that no discrimination because of race was 
made. 

The Morrill Act was only the beginning of federal direction of state 
educational activities through stimulation grants. There followed spe- 
cial aids for nautical schools (1874), agricultural experiment stations 
(1887), codperative extension work in agriculture and home eco- 
nomics (1914), R.O.T.C. program (1916), vocational education 
(1917), and vocational rehabilitation (1918 and 1920). 

The national concern over agricultural and industrial production 
during World War I led to federal promotion of the vocational ob- 
jective below the college level in the states. The Smith-Hughes Act of 
1917 created a Federal Board for Vocational Education. Grants were 
made for vocational education in agriculture, trades, industry, and 
home economics and for the preparation of vocational teachers 
within state school systems. The grants were made upon a matching 
basis with states required’ to meet specific regulations. States were 
required to submit plans to a federal agency for approval. Hence, the 
federal government not only attempted to direct the development of 


i eee Policies Commission, Federal Activities in Education 11939), p. 3. 
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public education within the states, but also assumed detailed controls 
over the program offered.” ‘ 

The depression and World War II brought about further exten- 
sions of federal determination of the educational activities of states 
through money grants, As in previous crises, the action expressed the 
national concern with production and military strength, but to these 
were added public service, distribution, and the conservation of hu- 
man resources. Vocational education grants were extended to dis- 
tributive and public service occupations in 1936. During the ’30’s the 
federal government also promoted adult education, nursery schools, 
recreation programs, school buildings, apprentice training, pilot train- 
ing, and vocational guidance. During the ’40's defense training, nurse 
training, school lunches, training for food production, school build- 
ings and child care centers in war affected areas, and planning postwar 
school building projects were added to the list of subsidized educa- 
tional activities within the states. The subsidies often were accom- 
panied by detailed prescriptions and federal approval of state plans. 
Sometimes the grants were made directly to schools or school systems, 
circumventing state educational authorities. 

3. Federally controlled and financed services within states. For ten 
years (1933-1944) the federal government administered and fi- 
nanced a number of educational activities within states. (1) The 
various federal relief agencies between 1933 and 1939 had a program 
of education for illiterates and adults and nursery schools. Although 
the state educational authority had to approve the programs and per- 
sonnel, final authority remained with a federal agency. (2) The Ci- 
vilian Conservation Corps created in 1933 and administered by the 
Army until 1939 carried on a variety of federally controlled educa- 
tional activities within the states until it went out of existence in 1942. 
(3) The National Youth Administration was inaugurated in 1935 to 
provide for youth not in school. Its program of works projects, voca- 
tional training, guidance, and placement was administered and fi- 
nanced by federal agencies. It functioned as a parallel educational 


agency within states until 1944. 
4, Education within federal jurisdictions, The federal government 


1 Ibid., pp. 27 £. 
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itself has direct jurisdiction over public education in many areas such 
as Indian reservations, outlying territories and possessions, and special 
areas, districts or reservations within the United States not subject to 
state jurisdiction, such as the District of Columbia and Oak Ridge. 
However, there is no general national policy of public education or 
finance within the areas of national jurisdiction. Responsibility is di- 
vided among different departments or agencies with little coördina- 
tion among them. The degree of responsibility assumed varies from 
complete indifference or neglect (leaving it to parents to make what- 
ever provisions are necessary) to providing a very high degree of 
educational opportuunity, as in Oak Ridge and Washington, D. C. 
Although outlying territories often are given a high degree of local 
autonomy in education and are given the same federal assistance avail- 
able to states, there is no uniformity in this respect. Individual agencies 
tend to determine their own policies quite independent of what pol- 
icies other agencies are following. 


CONFLICTS OVER FEDERAL POLICY 


Present policies of the federal government in the financing of pub- 
lic schools may be characterized as expedients. On the one side, na- 
tional survival, economic change, taxing potential, mobility of popula- 
tion, specialization, and scientific advances tend toward centralization. 
Centralizing forces recognize the need for decisive action and despair 
of the slowness, the blind adherence to tradition, and the decadence 
of state and local government. They recognize the fiscal limitations of 
the decentralized system, and turn to the federal government for a 
hearing and prompt action. They maintain that in a complex civiliza- 
tion like ours only the technically competent can guide policy formu- 
lation and this can be done most effectively on the national level. It 
would take decades for advanced knowledge and insights to reach the 
local governmental level. They emphasize that the problems of our 
times go beyond state boundaries, They point out the lack of vision 
and the administrative incompetence at the state and local levels of 


government. Whenever such a group of experts gets a hearing in Con- 
gress, centralization follows, 


$ National Advisory Committee, op. cit, Part I, pp. 41 ff; The Advisory Com- 
mittee on Education, Report of the Committee (1938), pp. 162 ff. 
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Many educational leaders, on the other hand, emphasize the bene- 
ficial effects of local government upon the participants. They put the 
long-term benefits of decentralized government ahead of the imme- 
diate benefits obtained by centralization. They maintain that there is 
more flexibility and adaptability in a decentralized structure than there 
is in a centralized system. Although they oppose centralizing tenden- 
cies, they admit that education is a concern of all the people, especially 
in a nation with a mobile population, universal suffrage, and an inter- 
dependent, private-enterprise economy, and that there is a fiscal ne- 
cessity for using federal tax revenues to support schools. They hold 
that finance and control can be separated. They oppose the use of fed- 
eral funds to stimulate specific educational developments. They hold 
that such grants do not lead to a balanced educational program and 
that each stimulation grant leads to further grants for other specific 
purposes. This latter group, however, has had little effect upon fed- 
eral educational policy during the past quarter of a century. 


NATIONAL ADVISORY COMMITTEE 


The conflict in thinking on federal policy in education is revealed 
by the two major committee reports on federal aid for schools. The 
National Advisory Committee report (1931) recognized that all 
the people in the nation are concerned with education in all states and 
that they are justified in using their federal tax system for equalizing 
educational service levels and state and local tax burdens for school 
support. However, they held that such grants should be for public 
education in general and not for specific purposes upon a matching 
basis, The report holds that matching strains state and local tax re- 
sources, distorts budgets, and unduly favors certain activities. It decries 
federal regulations and approval of state plans, holding that policy 
formulation and operations can best be performed on the state and 
local level. It would limit the federal government to leadership and 
audits and would require federal agents to function through the estab- 
lished state educational agencies. It would apply the same principles 
within federal jurisdictions.” The Educational Policies Commission 
(1938 to 1945) has taken this position and has opposed the National 


® National Advisory Committee on Education, op. cit, Part I, pp. 27 ff. 
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Youth Administration and the Civilian Conservation Corps pro- 
grams.” 


THE ADVISORY COMMITTEE ON EDUCATION 


The Advisory Committee on Education report (1938) held quite 
diferent views; namely -that “there must be a limited amount of con- 
trol directed primarily at honesty, legality, and efficiency in expendi- 
ture of federal funds.”™ It held that a major portion of federal finan- 
cial assistance should be for general school support and equalization 
without prescription and with local administration and control of the 
processes and expenditures.” However, it endorsed stimulation grants 
for activities in the national interest and proposed special grants for 
reading materials, transportation, scholarships, teacher preparation, 
school buildings, state education departments, vocational education, 
guidance, adult education, libraries, and research. It did not object to 
matching for special projects where the objective was not equalization. 
Tt proposed a number of federal controls including federal approval 
of state plans, equitable distribution of funds for Negroes, providing 
books, transportation, and scholarships for nonpublic schools and au- 
thorizing local school systems to provide welfare services for nonpub- 
lic schools, restricting the exploitation of children, requiring coördina- 
tion of schools and other social agencies, and the maintaining of an 
adequate state administrative agency." This committee approved parts 
of the National Youth Administration and Civilian Conservation 
Corps programs, but opposed competing agencies. It held that the 
federal government should have explicit purposes to be promoted in 
education. It did not oppose federal regulations, but called for their 
constant review.” It did not fear unintentional shifts in control, pto- 
posing that discretion over the formula for federal financial assistance 
to schools be left with federal agents.” 


BEEE Policies Commission, Federal-State Relations in Education (1945), 


i : i 
ie io eae eee on Education, Report of the Committee, p. 41. 
18 Ibid., pp. 197 ff 

4 Ibid, pp. 42-43, 

* Ibid, pp. 205-206. 


Federal and State Policy in School Finance 251 


CONSEQUENCES OF EXPEDIENCY AND INERTIA 


The lack of a unified federal policy in the financing of education is 
a source of friction and confusion. Morpher finds that, 


Many of the present difficulties arise from the fact that the federal 
policies involving relationships with education have never been specifically 
defined. Congress has sometimes acted in accordance with one policy and 
a little later has seemed to recognize a totally different policy as a basis for 
its decision. Each federal agency tends to develop its own set of policies 
with the result that relations at the present time are little short of chaotic. 
The schools do not know what to expect, and are constantly confronted 
with some new and irregular type of relationship which makes a con- 
sistent and properly planned program almost impossible." 


He proposed that “the Federal Government should clearly define its 
policies relating to education, and then consistently should follow 
recognized policies. ”™ 

As shown by the Educational Policies Commission, the shift of con- 
trol to federal agencies has not been a deliberate policy. It has been the 
unintentional result of responses to emergencies and pressures of spe- 
cial interest groups. It has come about by accretion. The Commission 
points out that inaction in providing funds creates the conditions that 
lead to extensions of federal controls.” 


IMPLICATIONS OF DECENTRALIZATION FOR NATIONAL POLICY 


The survival of a decentralized structure for public education de- 
pends upon its ability to adapt itself to national needs. Adaptability in 
turn depends upon having the financial resources to make whatever 
ptovisions changed conditions demand. Since states and localities vary 
both in fiscal capacities and demands upon schools, without federal 
financial assistance parts of the decentralized structure must fail in- 


evitably. 

16 Edgar L. Morphet, “Relationships of Education to Government” in National 
Society for the Study of Education, Structural. Reorganization (44th Yearbook, 
Part II, 1945), p. 182. 

1 Ibid, pp. 181-182. 

18 Educational Policies Commission, 
and 21. 
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A federal fiscal policy designed to preserve the decentralized struc- 
ture presumes federal financial assistance for education in general, 
confining the federal government to expert leadership and service to 
states in planning and carrying out their educational programs. Fed- 
eral leadership should operate only through the established educa- 
tional agencies in the states. Federal control should be limited to audits 
and reports on the use made of federal funds. To avoid unintentional 
shifts in control, the methods for apportioning federal financial assist- 
ance must be objective and subject to calculation in advance by state 
agents. Control over education and expenditures for education should 
be left to states and local school systems. No state should participate 
unless its legislature formally accepted the federal assistance. The 
funds should be used for such schools, services, or undertakings as are 
recognized as part of the public school program by each state.*” 


EVOLUTION OF STATE POLICY 


State policy in the financing of public schools cannot be determined 
solely from constitutional provisions and statements of legislative in- 
tent. The effects and implications of schemes for apportioning state 
funds must be examined. Controls found in other legislation, regula- 
tions, and accrediting standards must be studied to determine their 
fiscal consequences. 

States at any given period will be found in various stages of policy 
development. Often states regress to an earlier step in the evolution of 
fiscal policy without realizing it. States will be found to be pursuing 
two or more different fiscal policies at the same time. Nevertheless, 
state fiscal policies have evolved roughly according to the following 
steps: (1) use of a small amount of state financial assistance to en- 
courage the creation of a decentralized school system supported largely 
by local taxation; ( 2) establishment of state minimum requirements 
to bring about equality of Opportunity within the decentralized struc- 
ture; (3) provision of state collected-locally shared taxes or small 
grants-in-aid to help school districts attain minimum standards; (4) 
use of state funds to promote state purposes and district reorganization 
and to promote local taxation for these objects; (5) special financial 


provisions for enabling fiscally weak districts to meet state minimum 
1° Ibid., pp. 23 ff. 
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standards; (6) use of state funds for equalizing the local tax burden 
for supporting a state minimum program; (7) provision of central 
support to supplement local taxes in all districts, but predictable in 
amount; (8) direct state financing of certain local operational costs; 
(9) complete state support of a state minimum program; and (10) 
restrictions on local taxing power, outlined in Chapter VI. 

The purposes of state financial policy frequently have been defeated 
by the methods of distributing state financial assistance. Particularly 
in the early decades (and to a considerable extent today ) states lacked 
the statistical measures necessary for the equitable apportionment of 
state school funds. Furthermore, equality for a long time was inter- 
preted to mean the giving of equal amounts of state money per capita 
and many constitutional provisions even at present provide for the per- 
capita apportionment of state school revenues. Methods of apportion- 
ment suitable for an earlier fiscal policy have been applied to a later 
policy without realization of the negative effects. States were not very 
concerned with inequalities in local tax burdens for schools during the 
nineteenth century. The full impact of industrial trends and educa- 
tional advances upon local units of government and the property tax 
base was not felt until after 1900. 


ENCOURAGING DECENTRALIZATION AND LOCAL TAX SUPPORT 


The history of state attempts to encourage the establishment of local 
schools with local property-tax support has been summarized in Chap- 
ters V and VI. This policy called for only small amounts of state as- 
sistance, usually the income from the permanent fund. Nor was the 
method of apportionment a serious problem; it was necessary only to 
have a way of getting some money to school districts that were willing 
to establish schools and to tax themselves. Usually the only statistical 
measures available at first for all localities were population and 
wealth; so they were used. As schools became established and reports 
were required, measures based upon the number of children of school 
age, enrollment, or actual attendance became available and were uti- 
lized, 

The tendency under this policy has been for state school support to 


become decreasingly important in total school revenues as local taxa- 
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tion increased. Furthermore, some states made local school taxation 
mandatory, enforcing the mandate by withholding state funds. By 
1890 state school support had become negligible in Colorado, Dela- 
ware, Idaho, Illinois, Iowa, Kansas, Massachusetts, Michigan, Mon- 
tana, Nebraska, Nevada, New Hampshire, New Mexico, Oregon, Ver- 
mont, Washington, and Wyoming—over a third of the states. By 1920 
Florida, Indiana, New York, North Dakota, Ohio, Oklahoma, Rhode 
Island, South Dakota, and West Virginia had reached this status.” 
Over half the states have passed through this phase. However, the only 
state that had not advanced beyond it by 1949 was Nebraska. 

A state that creates an extremely decentralized school system like 
Nebraska and then allows it to assume almost full financial responsi- 
bility for schools leaves itself open to these consequences: (1) increas- 
ing inequalities in fiscal capacity; (2) increasing inequalities in local 
tax burdens for schools, the heavily taxed areas eventually seeking re- 
lief through tax limitations or exemptions; (3) very meager educa- 
tional facilities and low standards in the fiscally weak districts in 
which the pressure for emigration is strong, so affecting other sections 
of the state and other states; (4) a gradual state-wide deterioration in 
teaching service through failure to attract able youth and migration of 
the most competent to other states or other occupations; (5) a diffi- 
culty in exercising local initiative and adaptability in local govern- 
ment because of the heavy burden placed upon the local tax base and 
the resulting lack of taxing margin. 


STATE MINIMUM REQUIREMENTS 


After decentralized school systems were once established, states 
found that there were wide differences in school attendance, length of 
term, qualifications of teachers, and physical facilities. Tuition charges 
and fees also were creating economic barriers to elementary education. 
Although state school agencies were created primarily to apportion state 
funds and obtain reports on how the money was being used, they soon 
became concerned with the wide disparities in educational opportunity. 
Public interest was aroused and attempts were made to establish mini- 
mum requirements and standards through legislation, regulations, and 

20 See ch, VIII. 
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accrediting. The basic causes such as extreme decentralization, differ- 
ences in fiscal capacity, and public indifference where education was 
most needed were discovered early, but few states had developed ef- 
fective means for surmounting them. States generally attempted to at- 
tain minimum standards at first through local support, which resulted 
in very unequal tax burdens. They then used some state tax revenues 
to supplement local taxes and to enforce state minimum standards, but 
the fiscal policies followed and the methods of apportionment used 
did not accomplish the equalization objective, as shown in the next 
section. Indeed, there is not much evidence that most states were very 
much concerned with inequalities in local tax burdens prior to 1900. 
Their primary concern was in attaining a minimum degree of ele- 
mentary education for all and the elimination of tuition charges (rate 
bills) which kept children out of school. 

One of the first state requirements to be established was that of a 
minimum term of elementary schooling. Massachusetts in 1789 re- 
quired a six-months’ term,” and New York in 1812 tried to enforce 
a three-months’ term. Most of the other early requirements generally 
were expressed in terms of twelve weeks, In 1889 twenty-five states 
prescribed a minimum term with over half still making the minimum 
twelve weeks, the highest being six months and the average being 3.7 
months.” Little progress had been made during the first hundred years 
toward going beyond the minimum first visualized in the pioneer 
states. Today all states with possibly one exception require a minimum 
term and over half of them require eight months or more. 

The establishment of schools open for a minimum term was not 
sufficient to assure attendance during the nineteenth century. The im- 
portance of agriculture, the lack of mechanization in both industry 
and agriculture, and the low level of production still placed a premium 
on child labor. Massachusetts took the lead in passing a compulsory 
education law in 1852; and by 1900 over half the states had similar 
laws.” Today every state has a compulsory education law, affecting at 
least all children of elementary school age. 


21E, P, Cubberley, Public Education in the United States (1934), p. 98. 


22 Encyclopedia of Educational Research (1941), p. 25 oye tee 
23 Compulsory School Attendance Laws and Their Administration (U. S. Office 
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The establishment of state minimum qualifications for teachers did 
not materialize during the nineteenth century. In establishing school 
systems, states from the beginning were concerned over the qualifica- 
tions of teachers. Massachusetts passed its first law relative to qualifi- 
cations of teachers in 1781, but the actual licensing of teachers has 
been a local responsibility to this day.“ As late as 1898 only three 
states had assumed full responsibility for licensing teachers. Most 
states had assumed some responsibility for regulating local licensing 
and issuing some state licenses, but the whole system was based largely 
upon the passing of examinations.” 

The states during the nineteenth century tried to secure equality 
of opportunity in elementary education through requiring a short 
minimum term, making attendance compulsory, and mandating that 
elementary instruction be free. Little progress was made in assuring the 
employment of qualified teachers and providing safe and sanitary 
buildings. Low as the requirements were, they caused inequalities in 
local tax burdens and they could not be enforced in fiscally weak dis- 
tricts, as shown by Cubberley in 1905.” He did not question the policy, 
but pointed out that “Minimum requirements of the state should be 
increased. If certain communities are not able to meet the new de- 
mands, it then becomes the duty of the state to render assistance.” 

Once the states established minimum salaries the financial demands 
of compulsory education and minimum terms had a serious impact 
upon the local property tax burden for school support. The first effect 
of these laws was a reduction in the length of term and states were 
forced to adopt “weak district aid” laws to insure the maintenance of 
schools for the prescribed term. As shown in Chapter XIII, the first 
state to adopt such a law was West Virginia in 1882, However, the 
movement did not begin to spread until after Indiana adopted its 
minimum salary law in 1901. After that the number of states using 
minimum salary laws to enforce state certification requirements stead- 


% Development of State Programs for the Certificati 
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ily increased. By 1920 nearly half the states had began to mandate 
minimum teachers’ salaries. 

Over a century of experience in attempting to secure equality of 
educational opportunity through mandatory legislation, minimum 
standards, and minimum requirements has demonstrated that the pol- 
icy by itself is ineffective in a decentralized school system with varying 
taxpaying abilities and local tax burdens. Unless financial provisions 
precede or accompany the minima, enforcement becomes impossible or 
indefensible tax burdens are imposed upon some local units. 


STATE COLLECTED-LOCALLY SHARED TAXES FOR SCHOOLS AND 
SMALL GRANTS-IN-AID 


One of the earliest policies adopted to overcome the fiscal inade- 
quacies of the decentralized state school systems was that of state col- 
lected-locally shared taxes for schools. In the literature on school fi- 
nance, these generally have been classified as variable grants-in-aid. 
Since the apportionment was determined by the tax yield, they should 
be classified as shared taxes. The fact that the tax often was shared on 
a per-capita basis and used for schools does not alter the policy. Many 
state taxes are shared with localities on a per-capita basis for various 
governmental purposes. Nor does the equalization purpose of the 
policy change its nature. The fact is that the policy failed to attain 
its intended purpose. 

During the nineteenth century and the first part of this century, 
most state taxes for schools were of the sharing type. New Jersey in 
1828 and 1837 apportioned school revenues to localities in propor- 
it combined this method with a popula- 
1 1946 it apportioned 90 percent of its 
8 Other states, e.g., In- 
source. 


tion to taxes paid; after 1851 
tion measure. From 1881 unti 


: 2 
state school property tax according to source. 
diana (1836), have shared state taxes for schools according to 


However, most states used some population measute in apportioning 
the yield of a state tax at a fixed rate. The object was impartiality. 
Equalization was confused with equality in allotment of the revenues 
available. Some states, e.g., New York in 1851, discovered that vari- 
able per-capita allotment did not assure minimum educational services 


28. R. Mort and W. C. Reusser, Public School Finance (1941), pp. 377-378. 
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nor equity in local tax burdens, but the policy has persisted. For this 
reason Chapter XI will be devoted to a discussion of state collected- 
locally shared taxes for schools, tracing their development and analyz- 
ing their limitations. Many of the grants-in-aid that have replaced 
shared taxes are not predictable, depending upon the state appropria- 
tion. These will be discussed in the same chapter. 


STIMULATION GRANTS 


The policy of using state funds to promote purposes or projects in 
which the state is especially interested appeared early in the nine- 
teenth century. New York State as early as 1790 enacted an academic 
quota to promote academies; in 1834 it used state funds to promote 
teacher training and the purchase of books and apparatus in academies, 
but it did not promote anything in the common schools until 1864, 
when it made provision for a supervision quota. Such a quota had been 
in use in Pennsylvania since 1854.” By 1913 all states except Georgia, 
Oregon, and Wyoming had some special grants, but over half the 
States were not yet making extensive use of them. However, by 1923 
all states had such subsidies and most states were using them for a 
variety of projects.” Since 1920 the tendency has been away from this 
centralizing tendency in states, but most states still have vestiges of the 
policy. It will be analyzed in Chapter XIV. It will be shown that the 
policy created educational disparities and unequal tax burdens. 


SPECIAL AID FOR WEAK DISTRICTS 


The discovery that state minimum demands created unequal local 
tax burdens and failure to comply in the weakest districts and that 
pet-capita appottionments did not correct these brought about a policy 
of giving extra financial assistance to weak districts. The early dis- 
trict, school, and teacher quotas, some of which still exist, were a crude 
attempt to give special aid to sparsely settled districts with high costs, 
low valuations, and high tax rates (see Ch. XII). New York State 
was one of the first to recognize the problem when in 1851 it pro- 


vided for dividing one-third of its state 
sch 
20 bid, p. 318, ool revenues equally among 
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districts. Its purpose was to assure every one-teacher district enough to 
employ a teacher regardless of sparsity or taxable wealth. The policy 
was conceived largely in terms of equalizing elementary education in 
one-teacher districts in most states prior to 1920. By 1905 over a 
fourth of the states had such quotas.” 

The aid-to-weak-districts policy was the forerunner of the equaliza- 
tion policies so common today. In 1874 Massachusetts introduced the 
policy of limiting aid to poor districts, a policy which was adopted by 
Vermont in 1894, New Hampshire in 1899, and New York in 1902. 
When Vermont introduced the concept of using aid to equalize local 
tax rates in 1894 and Connecticut refined it in 1903 by supplementing 
the yield of a specified local tax rate in order to provide a specified 
amount of money per child, the key had been found to present-day 
equalization aid.” 

Special aid to weak districts did not make heavy financial demands 
upon the state. The Vermont plan was based upon a $15,000 equali- 
zation fund and the New Hampshire scheme called for an annual ap- 
propriation of only $18,750. North Carolina set aside $100,000 for 
the purpose of assuring a four months’ term.” 

Since this policy is a step in the evolution of modern equalization 
programs it will be taken up in detail in Chapter XIII. 


EQUALIZATION SUPPORT 


About 1920 the conflict between the stimulation policy and the 
equalization policy became clear. As indicated previously, some states 
had made a crude beginning towatd the equalization of service levels 
and local tax burdens prior to 1900. Most states had introduced equali- 
zation features into their state aid laws before 1920. After Maryland 
inaugurated a program in 1922 based upon a state minimum salary 
schedule and allowances for other current expenses with the state mak- 
ing up the difference between the costs and a local tax of 67 cents a 
hundred, the equalization movement spread rapidly. A number of im- 
portant research studies at this time clarified the demands of equaliza- 


31 Cubberley, op. cit, pp. 175-211. 
22 Ibid., pp. 205-208. 
33 Ibid., pp. 203-206. 
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tion and contributed to clarification of fiscal policy.°* The background, 
progress, and status of equalization as fiscal policy for schools is the 
subject of Chapters XII and XIII. 

The essence of present policy is that the state will assure a minimum 
or foundation level of support in all school districts, This support is 
provided jointly by the state and local unit, the state supplementing 
the yield of a uniform local tax. Unfortunately, the level of support 
guaranteed in most states is unrealistic in terms of current operating 
costs, the carrying out of state minimum requirements, and the kind of 
education that can be provided with the funds made available, With 
budgetary control left with the local Operating units, more or less 
complex formulae are employed to estimate Operating cost require- 
ments and fiscal capacity. Frequently the formulae are used as a means 
for distributing state collected taxes back to communities of origin.” 
On the other hand, the policy has reduced centralizing tendencies, 
made state support predictable by local operating units, stabilized 
public school revenues, relieved the pressure on the local tax base, 


strengthened local initiative, and provided a basis for further progress 
toward equalization, 


PREDICTABLE GRANTS-IN-AID 


The growing concern over equalization caused states to reéxamine 
their policy of state taxes for schools shared with localities, generally 
on @ per-capita basis. Constitutional provisions, tradition, and vested 
interests tended to retain the method of apportionment. However, the 
unpredictable nature of the funds and the need for a guaranteed mini- 
mum of support caused states to apportion a definite sum upon some 
statistical measure of fiscal need. Arizona, California, Utah and Wash- 
ington pioneered in this development. As pointed out in Chapter XI, 
many states now have such a policy. 

Where the amounts of Support per unit are large and cost variations 
are taken care of through weighting, the policy has the same advan- 
tages as the equalization Programs involving local support. Indeed, 

34 See ch. XII. 
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some of them assure a higher level of opportunity than many state and 
locally financed equalization programs, and they free all local taxes for 
local initiative. Yet the fact remains that the same funds would provide 
a still higher level of opportunity if they involved a minimum local tax 
contribution. On the other hand, where the sums guaranteed are rela- 
tively small per unit, the only advantage over tax sharing is in pre- 
dictability. The effects of differences in fiscal capacity are not greatly 
reduced, as shown in Chapter XI. 


STATE FINANCING OF CERTAIN OPERATING EXPENSES 


Students of the financing of public schools have given little atten- 
tion to the policy of direct state financing of certain local operating 
expenses of schools. One of the largest items of operating expense 
often entirely state-financed is teacher retirement (in about forty of 
the states). While in New York and Ohio this appears as part of local 
operating expenditures, in states like Alabama, Illinois, New Jersey, 
Pennsylvania, and Wisconsin it appears as a state expenditure and not 
a local expenditure. In these five states alone this represented nearly a 
$30 million state outlay for 1947-1948. Other examples include state 
purchase of textbooks, audio-visual aids, transportation, payment of 
superintendents’ salaries, maintenance of schools in sparsely settled 
areas, and vocational education. These will be treated in Chapter XV. 

The policy has many advantages. It eliminates the problems of joint 


financing where budgeting is done locally. It frees local resources for 


local initiative. It attains the advantages of centralization without 
t makes for cleat-cut 


sacrificing the advantages of decentralization. I 
divisions of responsibility. The danger is that some of the items se- 
lected for direct financing may impinge upon the exercise of local 
control. For example, state purchase of textbooks may destroy the 


teacher’s freedom to select his own tools. 


COMPLETE STATE SUPPORT 

No American state has assumed full responsibility for the control, 
operation, and financing of all public schools as has been done in 
Australia, New Zealand, and other countries, Although the demands 
of equalization could best be met by such a policy, states have been 
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reluctant to break with tradition. Some states have been equally con- 
cerned with adaptability and preserving the advantages of a decen- 
tralized structure. Yet there is evidence that others have been more 
interested in retaining the machinery of local government than in al- 
lowing it to function. Tax limits, budgetary review, and central controls 
provide neither the advantages of centralization nor those of decentral- 
ization.” 

The furthest any state has gone in this direction is in the complete 
state financing of a state foundation program. Delaware took the lead 
in 1921 when it created a state unit for the financing of schools outside 
of Wilmington and the larger villages. Ten years later North Carolina 
provided for the complete support of a state minimum current expense 
program. Washington and a number of other states are approaching 
this policy. Chapter XII will be devoted to these plans with an analysis 
of their strengths and weaknesses. 

The policy of complete state Support of a state minimum program 
by itself is not in conflict with decentralization as long as localities are 
free to tax themselves and to exceed the State program. Indeed, the 
policy, by not requiring a local tax to provide the basic program, can 
release all local revenues for local initiative. The danger is that the 
amount of state support tequired might prevent a state from attaining 


the minimum service level that would be attainable with a combina- 
tion of state and local support. 


CLARIFYING STATE POLICY 


_ The United States Office of Education provided for an exchange of 
information on fiscal policies prior to 1900, but the first hundred yeats 
of experience with state financing of schools did not become a serious 
subject of study until 1905, Cubberley’s study published that year was 
the first of a number of important studies that have helped to shape 


state fiscal policies, 
CUBBERLEY’S WORK 


Cubberley was primaril 
state funds. He concluded 
Hy See ch. IV. 


y concerned with methods of apportioning 
that few states had evolved just and equita- 
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ble plans up to that time. However, he found practices in individual 
states that were soon to be followed by other states. Among the pio- 
neer developments were (1) the use in Washington of an attendance 
measure weighted for sparsity, (2) the employment in California of 
a teacher unit based upon the number of pupils, (3) the establishment 
in Connecticut of a foundation level of support to which the locality 
contributed the yield of a uniform tax rate. Later combination and te- 
finement of these brought about modern advances toward equaliza- 
tion.” 

The implications of conflicting state policies were not fully under- 
stood in 1905. Cubberley did not question state minimum require- 
ments or the use of state funds to promote state objectives. He did not 
recognize the objections to maximum local tax rates for schools in a 
decentralized structure. He was not too concerned with equalizing 
local tax burdens, proposing only enough aid to supplement the yield 
of a maximum tax rate in the weakest districts. He thought that con- 
siderable discretion should be allowed to state agents in aiding weak 
districts, requiring localities to make formal application to a central 
agent for such assistance. He accepted “reward for effort” but proposed 
that many subsidized projects be brought under general aid. He pro- 
posed that all such grants be temporary. He thought equalization 
could be achieved by a relatively small equalization fund.” Neverthe- 
less, he did help clarify the demands of equalization and gave an im- 
petus to the equalization movement through his penetrating analysis 
of apportionment. 


SWIFT’S STUDIES 


Fletcher Harper Swift and his students made a number of intensive 
studies of individual states and analyzed the policies of all states for 
about fifteen years. Reviewing state practices about 1925 he con- 
cluded that “The more unsound, the more disastrous, and the more 
indefensible in every respect is a fiscal policy, the more widely we find 
it employed in systems of school support in the United States.” Like 
Cubberley he called attention to the weaknesses of most of the methods 

38 State School Punds and Their Apportionment (1905), pp. 250-253. 
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of apportionment being used, showing that they “produce, perpetuate, 
and increase local inequalities.” His studies helped call attention to 
the dangers of stimulation grants and the limitations of “reward for 
effort,” but he did not give much attention to tax limits or discretion- 
ary grants of power to central agents. In fact, he was not too concerned 
with preserving the decentralized state school systems, concluding that 
complete state support with substantial federal support was the only 
answer.“ 

Swift's studies served to call attention to the improvements that 
were occurring in certain states: (1) the gradual trend away from the 
school census toward attendance measures, especially the improve- 
ment in weighted attendance measures in Washington; (2) the ex- 
tension of the classroom unit method of apportionment to other states 
like Alabama and New York: (3) the trend toward substitution of 
fixed grants for variable per-capita apportionment, especially the Cali- 
fornia program; and (4) the gradual spread of equalization programs 
based upon a guaranteed minimum level of support with the state 
meeting any part of this not raised by a uniform local tax effort as in 


Maryland and New York or the state meeting the whole cost as in 
Delaware, 


CONTRIBUTIONS OF MORT 


The studies of Paul R. Mort and his students during the past twenty- 
five years in the various states have clarified the conceptual basis of 
policy and improved the techniques for carrying out an equalization 
policy. His contributions to conceptual thinking and principles are 
presented in Chapters XII and XIII. It is sufficient here to say that he 
has placed the emphasis upon rehabilitating the decentralized struc- 
ture through equalization support with a deémphasis upon centralizing 
tendencies. The techniques that Mort and his students have developed 
for the equalization concept were first applied in New York in 1925 
and gradually spread to a number of other states, The National Survey 
of School Finance completed under his direction stimulated a great 


4 Ibid., p. 191. 
42 Ibid., pp. 109 and 406 fi. 
* See Mort and Reusser, op. cii ch. XVII, 
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many reforms during the past fifteen years.” This latter report did 
much to restrain the tendency to adopt local tax limits, central con- 
trols, and other centralizing policies. 


OTHER FACTORS 

Other factors have operated to clarify state fiscal policies. (1) The 
United States Office of Education and the National Education Associa- 
tion have helped shape policy through disseminating information on 
practices and research findings. (2) Almost every state has had one or 
more surveys of its financial policies and practices by specialists since 
1920. (3) Since the publication of Pittenger’s textbook on school fi- 
nance in 1925 public school finance has become a subject of profes- 
sional study for school administrators.” 


STATE FISCAL POLICY TODAY 


A review of state fiscal policies relative to schools summarized in 
the next five chapters will show that there has been a great deal of 
progress since 1925. Swift's sweeping indictment made in 1925 would 
hardly apply now. (1) All states with the possible exceptions of Flor- 
ida and Idaho have vestiges of former policies and pursue practices 
that promote a number of policies but the statistical measures used in 
apportionment have been greatly improved. (2) The majority of states 
today give primary emphasis to some kind of equalization policy, 
either through completely state-supported minimum programs or pro- 
grams combining central and local support. (3) Most of the states 
which stress some kind of per-capita apportionments have supple: 


mental equalization programs. (4) The difficulty with most of the 


equalization programs is that they do not assure a defensible minimum 
the equalization formula as a means 


level of schooling, many using au 
for apportioning state collected taxes to all school districts to supple- 


ment the property tax þase. 


SUMMARY 
ng of schools in the United States has 


Federal policy in the financi 
defined. The federal government used 


not been consistent nor clearly 


44 P, R. Mort, State Support for Public Education (1933). 
45 B, F, Pittenger, Introduction to Public School Finance (1925). 
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its resources to encourage the establishment of state school systems; it 
used finance to stimulate educational developments considered to be in 
the national interest; it has helped the state and local school systems 
meet crises and emergencies; it has financed federal educational insti- 
tutions and activities, some of which were provided within the states; 
and it has pursued a number of different policies relative to the financ- 
ing of schools within federal jurisdictions. The role of the federal gov- 
ernment in the support of schools has been governed by expediency 
and immediate necessities. Conflicts in ideology and economic interests 
have prevented the acceptance of a clearly formulated national policy 
in public school finance. 

State policy in school finance is characterized by variety. The dif- 
ferent states are in vatious stages of policy development. Vestiges of 
former policies have persisted after a new policy has been adopted. 
Conflicting policies may be pursued at the same time. States some- 
times revert to policies abandoned for good reasons. Among the finan- 
cial policies that have gained acceptance are (1) stimulating locally 
operated schools and local school taxes, (2) using state money to en- 
force state requirements, (3) supplementing local property taxes by 
state collected-locally shared taxes, (4) stimulating educational proj- 
ects within local school systems, (5) enabling fiscally weak local units 
to meet state requirements, (6) equalizing local tax burdens for the 
support of a state educational program, (7) making grants-in-aid to 
supplement local resources and to stimulate local initiative, (8) direct 
state financing of certain Operations or operating expenditures in local 
school systems, and (9) complete state support of a state educational 
program. 

There is evidence that state policy is being clarified. The majority 
of states are placing primary emphasis upon some kind of equalization 


policy. Most states which emphasize other policies have taken steps 
toward equalization. 
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CHAPTER XI 


Shared Taxes and Per-Capita 
General Grants-in-Aid for Schools 


The literature on public school finance generally has treated the 
apportionment of permanent fund income and state collected-locally 
shared taxes as general grants-in-aid. Technically, the policy is tax 
sharing where the amount distributed to a subordinate unit of govern- 
ment in any year is determined by the yield of a tax or a group of 
taxes, Although the purest type of tax sharing returns monies to the 
jurisdiction from which they were collected, the method of apportion- 
ment does not distinguish tax sharing from grants-in-aid. The latter 
depends upon an appropriation. Where an appropriation is simply 
prorated among school districts the grant is a variable type of general 
aid. Where the amount of a grant per unit for apportionment is fixed 
by law, e.g., $2.25 per census child, and where the grant is not ear- 
marked for any specific educational purpose, the grant is a predictable 
type of general aid. 

The distribution of permanent fund income, shared taxes, and gen- 
eral grants-in-aid has been associated with crude measures of fiscal 
need. The literature of school finance has centered attention upon the 
weaknesses of these means of apportionment. However, the fiscal poli- 
cies themselves hardly call for refined methods of allocation. The fun- 
damental and serious weaknesses of the policies cannot be overcome 
by refinement of the methods of apportionment. Since these fiscal poli- 


cies have a great deal in common, they will be treated together in this 
chapter. 
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Methods of apportioning school funds from a larger unit of govern- 
ment to a subordinate unit had their origins in the Colonial era. Prior 
to statehood Massachusetts towns had tried most of the methods later 
adopted by states in apportioning money for schools. Among the de- 
vices used for distribution were the number of houses, number of fami- 
lies, number of able-bodied males over twenty-one, and the number of 
pupils. Money also was returned according to where paid or according 
to the assessed valuation of property (sharing according to wealth). 
Sometimes it was divided equally among districts—a crude type of 
equalization. There were also reserves to help the poor districts—the 
weak-unit type of aid.* 


APPORTIONMENT OF PERMANENT FUND INCOME 


The methods of apportioning permanent fund income are very im- 
portant in the development of state fiscal policy, because they were 
later applied to shared taxes and general grants-in-aid. They were ex- 
tended to these without reéxamining the original purpose of the per- 
manent fund or recognizing the lack of school statistics when perma- 
nent funds were first created. 


BACKGROUND 

The historical purpose served by permanent funds was to stimulate 
local interest in schools and local taxation for schools as shown in 
Chapter V. The operational purpose of permanent fund income did 
not call for refined measures of fiscal need. All that was necessary was 
to have some money flowing from the state to the locality as an incen- 
tive for raising local taxes or as a means for enforcing compulsory 
local taxes for schools. Indeed, if refined measures of fiscal need had 
been required, they were not available when schools were just being 
established. 


The only means for apportioning schoo ; 
the locality before schools became established were total population 


and taxable wealth. New York used total population from 1795 t0 
1800 and from 1814 to 1851. Massachusetts used total population 


| money from the state to 


1G. H, Martin, Evolution of the Massachusetts School System (1894), pp 


97-98. 
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until 1841. Delaware used the 1840 census of total population until 
1901. In 1795 Connecticut provided for dividing its permanent fund 
income according to wealth, but changed to the census in 1820. New 
Hampshire also used a wealth measure beginning in 1828, but after 
1848 used pupils attending school for at least two weeks. Pennsylvania 
used wealth as the sole measure for distributing aid from 1834 until 
1897; and used it as a partial measure until 1919. 

Once school government was created, it was possible to obtain an 
enumetation of population of school age. It was a simple statistic re- 
quiring no elaborate bookkeeping. It seemed an equitable measure of 
need since the locality should provide for the education of the entire 
group. Hence, the school census became the almost universal method 
of apportioning permanent fund income. In most states apportionment 
to any school district in any year varied depending upon its own cen- 
sus, the total census for the state, and the yield of investments, sales, 
and rentals, The long-term trend was for the per-capita apportionment 
to decrease and it came more and more to be regarded as supplemental 
assistance.” 

The census basis of apportionment later became established in state 
constitutions and statutes. In 1905 a fourth of the states by constitu- 
tional mandate required that all school monies be distributed on this 
basis. Thirty-three states and territories tequired it by law.’ Over 
twenty years later Swift found that twenty-nine states still used the 
census for apportionment.’ In 1932 the census was still used in over 
half the states, about twenty using it as the chief or sole means of ap- 
portionment.” Six states (Kentucky, Louisiana, Michigan, Nebraska, 
New Mexico, and Texas) still used the census for apportioning the 
major part of state assistance for schools in 1948 and in 1948 Massa- 
chusetts returned to this practice. Another eighteen used it for appor- 
tioning part of state school monies. Constitutional provisions and long- 
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established practices take decades to change even when their inade- 
quacies are well known, 


CURRENT STATUS 


Nebraska is the only state in which the apportionment of permanent 
fund income is the dominant policy for state school support in 1948— 
49. The practice of prorating the income of permanent funds on a per- 
capita basis still prevails in many other states. In 1948 at least fifteen 
states apportioned the income of funds according to the school census. 
Alabama, Iowa, Kansas, Michigan, Montana, New Mexico, North Da- 
kota, Oklahoma, Oregon, South Dakota, Texas, Wisconsin, and Wyo- 
ming used it as the sole basis. Indiana and Nebraska apportioned part 
of the income on enumeration—making fifteen in all. Arizona and 
Minnesota used an attendance measure and Colorado the number of 
teachers. Louisiana and Maine apportioned the income according to 
original ownership of the lands.” 


PER-CAPITA METHODS OF APPORTIONMENT 


State collected taxes generally have been shared with localities on 
some per-capita basis as have general grants-in-aid. Since they have 
implications for fiscal policy, it is important to analyze the various per- 
capita measures before presenting the place of shared taxes and general 
grants-in-aid in state fiscal policy for schools. 


THE SCHOOL CENSUS 


The definition of children of school age has vatied among states and 
within a particular state at various times. Generally the age limits have 
been established somewhere between five and twenty-one, with six to 
twenty-one as modal. Some states have defined the limits only in terms 
of elementary school age with thirteen or fourteen as the upper limit.’ 

The defects of the school census are many. (1) It usually is taken 
at a certain date and does not allow for migration or emigration oc- 
curring after that date. Sometimes it is not kept up to date annually. 
(2) It does not measure the public school task since there is no allow- 


€ N.E.A., School Finance Systems (1947-48). 
“F. H. Swift, op. cit, p. 210. 
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ance made for private-school attendance, children attending public 
schools in other districts, or poor attendance. Indeed, the census basis 
encourages lax enforcement of attendance laws. (3) The age limits 
may include children who are not yet in school or children who have 
completed schooling, or they may exclude children who are still in 
school. (4) The possibilities of error, carelessness, manipulation, and 
dishonesty are great under the census method of apportionment. (5) 
Like other raw per-pupil measures, the census ignores differences in 
length of term and pupil-teacher ratios. 

Used to prorate state school money, the census has the following 
two serious drawbacks. (1) Densely settled urban districts that gen- 
erally have the highest local taxpaying capacity generally receive more 
state assistance than sparsely settled rural districts that generally have 
the lowest taxpaying ability. Hence, it is not very different from appor- 
tioning state funds to localities according to wealth. (2) The costs of 
schools are only roughly related to the number of children of school 
age in a school district. Allowance must be made for varying length of 
term, low pupil-teacher ratios resulting from population sparsity, dif- 
ferences in price levels, and the type of program and facilities pro- 


vided.* 
ENROLLMENT 


All other raw per-capita measures are subject to the basic limitations 
of the school census, but each refinement reduces these a little. Enroll- 
ment measures ate subject to almost all of the limitations of the school 
census except that enrollment does not include children who are not 
in public school; it does include children who enroll for only short 
petiods of time. A child who moves during the year may be counted 
two or more times for state apportionment. Enrollment can be made 
subject to more accurate and honest reporting than census, but it too 
can be manipulated. 

The use of average daily enrollment or total days of enrollment re- 
moves the limitation of pupils enrolled for relatively short periods. 
In fact, the membership measures are the basis upon which school ex- 
penditures must be budgeted. The difficulty is that of determining 

è Cubberley, op. cit, p. 173. 
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when a child’s membership ceases. As a general rule he is legally en- 
rolled as long as he is not enrolled in another school and is absent for 
legally permissible reasons. Obviously, he should be removed from 
the rolls immediately when he leaves the public school to attend a pri- 
yate school or a school in another district or to receive private instruc- 
tion at home. A question arises in the case of prolonged illness and 
some arbitrary rule must be established. Massachusetts and Michigan 
have developed membership measures that are reasonably satisfactory. 
Delaware at one time used a weighted enrollment measure similar to 
the weighted attendance measures described below. 


ATTENDANCE 


Raw attendance is subject to all of the limitations of enrollment 
except that short periods of attendance can be cared for and the meas- 
urement is subject to better control. Although any pupil measure can 
be manipulated, the actual recording of presence or absence daily tends 
toward honesty, if not accuracy. It bas been assumed that attendance 
is a better measure of actual budgetary requirements than enrollment. 
Perhaps it is, but average membership is more realistic than either. 

Among the attendance measures that have been developed are (1) 
attendance for a specified period of time, (2) average daily attend- 
ance, (3) aggregate days of attendance, and (4) weighted attendance. 
The first of these includes only children who attend for a definite pe- 
riod of time—so many weeks or so many months. It fails to recognize 
that a district often must provide for those who attend for shorter pe- 
riods. Average daily attendance generally is figured by dividing the 
total number of days of attendance of all pupils by the length of the 
term. It does not allow for epidemics, weather, tardiness, or religious 
holidays, but school districts must provide for all children who do at- 
tend at any time during the year. To meet this limitation some states 
allow districts to eliminate certain days in computing average daily 
attendance, e.g., when schools are closed because of weather or when 
there are epidemics. Other states allow districts to use the best days or 
best months in computing the average. There is no universal defini- 
tion of average daily attendance, but it is one of the most commonly 
used methods of apportionment in use today. Aggregate attendance is 
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easier to compute than average daily attendance, but it has no other 
advantage over average daily attendance. Like all other raw per-pupil 
measures, average daily attendance or aggregate attendance when 
used for apportionment tend to increase pupil-teacher ratios. 
Weighted attendance is one of the most refined of all pupil meas- 
ures. By weighting, it is possible to measure more accurately the edu- 
cational load of a locality. Weighted measures take account of cost 
differences arising from price-level differences, varying proportions of 
pupils at different grade levels, and other factors affecting the cost of 
like educational programs. Washington has been one of the earliest 
pioneers in developing this measure. It is the basis of the weighted 
units used for equalization aid.” By the use of weighting it is possible 
to avoid many of the limitations of the other per-capita measures. 


Length of term has to be taken care of by statute and not the measure 
of need. 


TRENDS 


The trend is away from raw per-capita units toward weighted at- 
tendance (or classroom units) in the distribution of state school sup- 
port. States that have advanced toward fiscal policies which assume a 
higher degree of state concern for education than do tax sharing of 
small general grants-in-aid have tended to develop more refined meth- 
ods of apportionment as will be shown in the next chapter. However, 
enrollment and attendance measures have teplaced the census in many 
of the other states. In 1948 Kansas used enrollment as its major basis 
for apportionment; Colorado the census and aggregate attendance; 
South Dakota the census and enrollment; Illinois and Minnesota avet- 
age daily attendance; and Iowa aggregate attendance. In 1949 New 
Mexico substituted average daily attendance for the census and Texas 
began using weighted attendance as its basic measure. 

At the present time there is a movement toward substituting avet- 
age daily membership or some other membership measure for average 
daily attendance or other pupil measures; Connecticut, New Hamp- 
shire, Montana, Ohio, Oregon, and Pennsylvania recently provided for 
the use of membership in apportioning state monies for schools. It is 

® See Swift, op. cit, ch. XI. 
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entirely possible that the basic statistic for apportionment in the future 
will become membership. The attendance measures always had as an 
objective the improvement of attendance. With the general public 
acceptance of compulsory attendance, the improvement in the school 
curriculum, and increased attention to the individual pupil, states will 
have to give less attention to increasing attendance. Indeed, in states 
like New York there is evidence that the stress on attendance in state 
support has sacrificed the welfare of pupils to the obtaining of state 
funds. We are reaching a point where children sometimes should be 
encouraged to be absent for their own health and the protection of the 
health of others. Membership bases are more indicative of budgetary 
requirements and take the pressure off attendance. They can be 
weighted as easily as attendance to provide for cost variations. 


STATE COLLECTED-LOCALLY SHARED TAXES 


The transition from permanent fund apportionment to tax sharing 
is illustrated by the development of fiscal policy for schools in New 
York State. The apportionment of the permanent fund income began 
in 1814. It was distributed to towns according to total population and 
from towns to school districts according to the number of children be- 
tween the ages of five and fifteen. For five years, 1851 to 1856, two- 
thirds of an annual appropriation of $800,000 was divided among 
school districts according to the number of children between the ages 
of five and twenty-one. This was a variable general grant-in-aid. In 
1856 a state school property tax at fixed rate was adopted. The rate 
was changed several times until the state returned to an annual appro- 
priation in 1901. From 1856 to 1901 the predominant fiscal policy 
for schools was the sharing of the property-tax yield according to the 
school census. What the schools received annually not only varied ac- 
cording to the local census and total census in the state, but it de- 
pended upon the tax yiel ne 


TAX SHARING DEFINED 


It sometimes is difficult to classify a state fiscal policy for schools at 
a certain time as one of tax sharing of one of grants-in-aid. Earmarked 

10 A, J. Burke, A Century and A Half of Financing Locally Operated Functions 
of Government in New York State (1947), PP- 17 ff. 
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taxes for schools sometimes have been subject to appropriation. Many 
states have had both appropriations and earmarked taxes. Here there 
may be a combination of the two policies. The grants-in-aid in some 
states have been fixed in amount, but depend upon earmarked tax 
sources, Many states have had a number of different school funds de- 
riving revenues from both earmarked taxes and appropriations. 

Not all earmarked state school taxes have been shared taxes. (1) 
Where fixed grants have been fixed by law and the rate of the ear- 
marked tax could be varied to meet the cost of the grants, the policy 
probably can be classified as grants-in-aid. (2) Where the earmarked 
tax has been levied at a rate high enough to pay any fixed grants with 
a substantial balance, then it probably could be said that only the bal- 
ance is a shared tax. (3) However, when the time comes that the 
fixed grants have to be reduced due to a reduced tax yield, then the 
policy becomes all tax sharing. (4) Where the legislature is required 
to appropriate enough additional funds above the yield of the ear- 
marked taxes to pay the grants provided by law, the policy is not tax 
sharing. (5) Where the state allocates a percentage of state revenues 
to schools, even if such funds are appropriated, the policy is tax shar- 
ing if the size of the appropriation depends upon the tax yield. (6) 
Nor does the policy of making appropriations necessarily imply an 
absence of tax sharing. Delaware, e.g., at one time relied entirely upon 
earmarked taxes which were appropriated. After apportioning certain 
grants-in-aid, the balance was apportioned according to enrollment. 


This was tax sharing, since the amount received depended upon the 
tax yield and not the appropriation. 


PREVALENCE OF TAX SHARING 


With the possible exceptions of Connecticut, New Hampshire, 
Pennsylvania, and Rhode Island, all of the states, particularly during 
the period of earmarked property taxes for schools, have pursued the 
policy of tax sharing in school support. Maine, as early as 1833, shared 
a 1 percent bank tax using the census. The Indiana school laws of 
1836 and 1849 provided for allocating a state property tax back to 
counties of origin. Ohio shared a small state tax in 1838. Later at least 
thirty-two states or territories prorated the yield of a state property tax 
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at a fixed rate for schools. Most of them were prorated at least for a 
period according to the census. New Jersey from 1881 until 1946 re- 
turned 90 percent of the state school tax to counties where collected. 
Tennessee after 1867 returned all of the tax to county of origin. South 
Carolina shared half its one-mill tax according to source. Minnesota 
shifted to enrollment as a basis of apportionment in 1875. Washing- 
ton guaranteed a certain amount per census child providing a certain 
tax rate would produce this amount. Ohio (1921-1933) allocated its 
state school tax to counties of origin. Another group of states, at least 
five, have at some time shared a percentage of all or certain state taxes 
or resources. From 1868 and 1875 Alabama distributed one-fifth of all 
state revenues on the school census. Georgia (1919) provided for ap- 
portioning 50 percent of state revenues on the census beginning in 
1922. Missouri from about 1875 to 1887 allocated 25 percent to 
schools according to the census, after 1887 this was increased to one- 
third. Tennessee (1909) also divided a third of state revenues among 
school districts. Texas schools had a claim on 25 percent of certain 
state taxes after 1849." 

The remaining states which did not have a shared property tax or a 
sharing of a percentage of state revenues or taxes for schools later 
shared nonproperty taxes. (1) Colorado in 1937 provided for sharing 
the yield of an income tax (later 35 percent of it) with counties for 
schools. (2) Idaho after 1933 provided part of its equalization fund 
from a number of earmarked tax sources SO that the apportionment 
varied with the yield of the taxes. (3) After Iowa adopted its home- 
stead exemption law it shared part of the income and sales taxes, ac- 
cording to the value of the homesteads exempted in each county. (4) 
Massachusetts in 1919 provided for sharing the income tax after meet- 
ing certain fixed grants for schools. (5) Montana in 1933 provided 
for apportioning a share of taxes on natural gas, personal incomes, 1n- 
heritances, and certain other taxes to schools on the census. (6) North 


Dakota in 1933 earmarked one-half the sales tax for an equalization 
grants had to be reduced due to a de- 


fund; subsequently, the fixed 
n 1942 shared surplus income tax reve- 


crease in yield. (7) Oregon i 


11 Cubberley, op. cit.; Swift, op. cit.; and Cyclopedia of Education; supplemented 
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nues according to attendance and teacher units. (8) South Dakota in 
1933 ptovided for sharing 45 percent of the state income tax accord- 
ing to the census to reduce property taxes. (9) West Virginia in 1902 
began to distribute a corporation tax to schools according to the cen- 
sus. (10) Wyoming in 1935 provided that part of the general sales 
and use tax would be catmarked for the equalization fund, which 
made the apportionments vary with the yield.” 

The development of nonproperty state taxes occurred during the 
period when states were moving toward appropriations and grants-in- 
aid for schools. Nevertheless, most nonproperty taxes have been shared 
with school districts in one or more states. Examples of shared non- 
property taxes include the following: Arkansas, Louisiana, and Okla- 
homa returned one-third of severance taxes to counties of origin for 
school support. Delaware, Massachusetts, Minnesota, Oklahoma and 
Wisconsin have shared part of state income taxes. Florida and Mon- 
tana have shared a gasoline tax. Indiana returned 90 percent of an 
intangibles tax to counties of origin. New Mexico has shared a motor 
vehicle tax. Ohio prorated a motor fuel tax, an intangibles tax, and a 
sales tax according to average daily attendance. Oklahoma shared liq- 
uot and sales taxes with school districts. Michigan shared part of its 
sales tax. New Mexico returned half of the license and occupation tax 
to counties of origin for schools. Delaware shared its corporation tax 
with schools. Oklahoma shared an inheritance tax.” 


TREND AWAY FROM TAX SHARING 


Since about 1900 there has been a gradual trend away from tax 
sharing as a fiscal policy for state school support. As indicated before, 
there was a temporary increase in tax sharing during the depression 
years. Some states that had not had tax sharing up to that time for 
schools adopted the policy as an emetgency expedient without full 
consideration of its implications. Other states with a long tradition of 
sharing state revenues for school purposes extended the policy to new 
taxes. However, when the number of states having tax sharing as the 
major fiscal policy for school support during the nineteenth century 


12 Based largely on National Educati Ra s 
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and early twentieth century is compared with the number having the 
policy in 1927-1928 or in 1947-1948, it will be seen how far states 
have moved toward other policies. It has been shown that at least two- 
thirds of the states or territories had tax sharing for schools prior to 
1920—generally as the dominant fiscal policy. By 1927-1928 tax 
sharing for school support was the major policy in only about ten of 
the states, but about half the states still had some tax sharing. * Among 
the states in which the policy received the most emphasis at the time 
were: Alabama, Arkansas, Florida, Georgia, Indiana, Kentucky, Loui- 
siana, Michigan, New Jersey, and New Mexico. 

Tax sharing is the prevailing fiscal policy for schools in not over 
two states today. New Mexico has made no significant change in pol- 
icy except to substitute average daily attendance for the census in ap- 
portionment (1949). Michigan now apportions the major part of its 
state school monies as taxes shared according to the school census. In 
1948 at least eleven other states, including Alabama, Kansas, Louisi- 
ana, Minnesota, Missouti, Nebraska, North Dakota, Oklahoma, Ore- 
gon, Virginia, and Wyoming, probably had some tax sharing for 
schools. : À 


APPRAISAL OF THE POLICY 


Regardless of original intent the policy of state collected-locally 
shared taxes presumes a minimum degree of state concern Over public 
education and its financing. Although the policy in many cases was 
adopted to promote the maintenance of minimum educational service 
levels and the equalization of local tax burdens, the policy does nei- 
ther. Able districts theoretically receive the same treatment as fiscally 
weak districts under the per-capita distribution which if true means 
inequalities in opportunities for schooling. Differences in fiscal capaci- 


ties are just as great under tax sharing as they would be without it. 


Actually, the distribution tends to be in proportion to wealth since 
population density and wealth tend to go together. The amounts re- 
ceived annually by all school districts are variable and unpredictable. 
The amounts to be received therefore are not subject to careful budget- 
ing. They may create balances, deficits, or careless spending. They 


14 Swift, op. cit, pp. 127, 134, 138, 140, and 186-187. 
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broaden the local tax base in all school districts, but do little to cot- 
rect local tax inequalities resulting from state mandates and minimum 
requirements. The policy in effect assumes that education is primarily 
a local responsibility. State requirements cannot be enforced in ex- 
tremely poor localities under the tax-sharing plan. 

The policy of sharing permits the use of crude methods of appor- 
tionment such as the school census. All that is required is a prorating 
device. Since the amount to be paid to a school district is a variable 
anyway, subject to the tax yield, the use of refined measures does not 
overcome the basic weaknesses in the policy. There is no way of ad- 
justing the apportionment to fiscal need under tax sharing. 

One of the most serious consequences of tax sharing has been the 
retardation of equalization programs. Under shared taxes rich and 
poor districts generally receive equal per-capita grants. Often the 
wealthy districts received a greater proportion of the tax than the poor 
because of greater population density ot sharing according to source. 
In order to attain support for equalization aid, provision had to be 
made for guaranteeing general aid to wealthy districts at least equiva- 
lent to what they had received under tax sharing. The amount of state 
support required for the general grants-in-aid often restricted what 
states could do to bring about a satisfactory level of equalization. 

The policy of tax sharing is subject to many limitations, but it had 
one great advantage when applied to nonproperty taxes—adjusting to 
changed levels of income. Shared taxes may decrease when school dis- 
tricts are faced with property tax difficulties. On the other hand, the 
amount received from many shared taxes automatically increases with 
improved economic conditions and provides revenue for meeting ris- 
ing prices or salary and wage demands resulting from higher prices. 
The property tax has been shown to be slow to adjust to economic 
changes. As a source of revenues for local initiative, some tax sharing 
might be justified; but equalization requires grants-in-aid adjusted to 
changed price levels as will be shown in Chapter XII. 


PROPERTY TAX REPLACEMENT APPORTIONMENTS 


When certain states changed their fiscal policies from stimulating 
local property taxation to restricting it, tax sharing and even grants- 
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in-aid were earmarked for property tax reduction ot for replacement 
of property tax losses resulting from state action. The earliest appor- 
tionments of this type were to compensate local units for nontaxable 
property as illustrated by Connecticut, New Jersey, and South Dakota. 
Connecticut until recently had a grant of $35 a pupil a year for chil- 
dren residing on tax-exempt state property. When New Jersey re- 
moved railroads and canal companies from the local tax rolls in 1906, 
the state provided for prorating the state taxes On such companies 
among counties according to assessed valuation for school support. 
South Dakota for a long time has assisted districts with nontaxable 
Indian lands and nontaxable indemnity or endowed lands.” The pol- 
icy was greatly liberalized in 1941 with a much larger appropriation 
for “Tax Base Depletion Acres.” 

Tax sharing or grants-in-aid earmarked for local property tax fe- 
duction or for replacement of property taxes lost by state action do not 
increase support for schools. They simply represent a shift from one 
tax base to another. The use of shared taxes or grants for such pur- 
poses increased during the decade of the 1930's when states adopted 
drastic property tax limitations and increased property tax exemptions. 
Shared state taxes for schools in states like Colorado, Iowa, New Mex- 
ico, Oklahoma, Oregon, and South Dakota after 1933 were earmarked 
for local property tax reduction. Maryland in 1934 appropriated $15 
million to reduce local property taxes for schools. Although other 
types of shared taxes of grants-in-aid might involve such a shift, they 
generally can be used for increasing expenditures where this is nec- 
essary." 


VARIABLE GRANTS-IN-AID 

Some states in providing appropriations for school support did not 
make a radical change in policy. The same per-capita methods of ap- 
portioning shared taxes were applied to grants-in-aid, making them a 
variable depending upon the size of the appropriation and the number 
of pupils. For example, Illinois shared a two-mill state school property 
tax levy on a per-capita basis from 1855 until 1872. From 1873 until 


15 Swift, op. cit, p. 199. 


16 National Education Association, School Finance Systems (1933-1937). 
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1910 an annual appropriation of $1 million was substituted. This was 
apportioned on the same basis as before—the school census. Although 
the appropriation was increased to $8 million by 1921, the same 
method of apportionment was used until 1923. Since then, fixed 
grants-in-aid have been provided.” 


BACKGROUND 


Variable grants-in-aid never have been as prevalent as shared taxes 
for schools. Appropriations for schools have been a relatively recent 
development in most states, and the movement toward appropriations 
has been accompanied by a trend toward fixed grants. Nevertheless, 
variable grants-in-aid existed in some states very early. From 1795 to 
1800 New York State appropriated $50,000 a year which was appor- 
tioned according to population, Beginning in 1828 Rhode Island ap- 
propriated $10,000 a year apportioned according to the census. New 
Jersey in 1829 appropriated $20,000 a year apportioned among coun- 
ties according to property valuation. Pennsylvania began to appropri- 
ate $75,000 a year for schools in 1831, but apportioned the money 
according to taxable wealth. Ohio in 1842 apportioned a $150,000 
annual appropriation on a per-capita basis.” 

In the southern states appropriations were more common during 
the nineteenth century than in the rest of the country. South Carolina 
during the nineteenth century and until 1933 apparently relied upon 
state appropriations and the yield of half its state mill tax for what- 
ever support was provided. After the Civil War it used enrollment for 
apportioning aid, but the amount provided depended upon a prorat- 
ing of the appropriation for a long time. Georgia provided for annual 
appropriations from 1858 until about 1922, generally relying upon 
the census for apportionment. Mississippi (1890) and North Carolina 
(1899) provided for prorated appropriations. Alabama apportioned 
variable grants-in-aid from 1854 to 1868 and returned to the policy 
from 1875 to 1901. Florida, Virginia, and West Virginia also had ap- 
propriations prior to 1900 apportioned as variable grants-in-aid.” 


110. F. Weber and T. E. Be Th TE 
Finance in Illinois (1938), pp. EK e Problem of School Organization and 
18 R r 3 AAS 
T ote of Education under individual states and historical studies for 
19 Ibid. 
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Pennsylvania and Rhode Island have consistently pursued the pol- 
icy of appropriations and have had variable grants-in-aid for long pe- 
riods in their history. In Rhode Island the appropriation of $10,000 a 
year in 1828 was followed by a $50,000 appropriation in 1854. This 
was raised to $90,000 in 1872 and $120,000 in 1883, but the census 
basis of apportionment for at least part of the appropriation continued 
after 1910. Pennsylvania began with a $75,000 annual appropriation 
in 1834, increasing it to $1 million in 1873. This amount remained 
unchanged for decades. However, in 1897 the manner of apportion- 
ment was changed from wealth as the sole measure to one-third on 
wealth, one-third on the number of teachers, and one-third on the 
number of children. In 1911 the basis was changed to one-half on 
teachers and one-half on the school census.” ; 


PRESENT STATUS 


In 1947-1948 six states had variable per-capita grants-in-aid as a 
major policy in public school finance ( Colorado, Kentucky, New Jer- 
sey, South Dakota, Virginia, and Wyoming). The largest appropria- 
tion for schools in Colorado was divided according to aggregate at- 
tendance (average daily attendance, 1949). About 90 percent of the 
appropriation for public schools in Kentucky has been apportioned 
according to the school census since 1934, when appropriations re- 
placed shared taxes. New Jersey (1948-1949) apportioned most of 
its funds as variable grants-in-aid combined with a small fixed grant, 
using weighted attendance. South Dakota prorated most of its appro- 
priations for schools by census, enrollment, and number of teachers. 
s school appropriation according to 
e. Wyoming apportioned most of its 
number of teachers, number of 
Mississippi still apportioned 
ccording to the census. An- 
New Hampshire, and Wis- 
oned as variable 


Virginia apportioned most of it 
weighted average daily attendanc 
state monies according to the census, 
teacher units, and number of bus drivers. 
nearly 50 percent of state school support a 
other small group of states, e.g., Arkansas, 
consin, had a part of their state school monies apporti 
grants-in-aid.” 


20E, P, Cubberley, State School Administration (1927), p. 431. 
21 National Tanke Association, School Finance Systems (1947-1948). New 
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APPRAISAL OF THE POLICY 


Variable grants-in-aid, like shared taxes for schools, presume a rela- 
tively low degree of state concern for public education and its financ- 
ing. They are subject to the major disadvantages of tax sharing. They 
are unpredictable, not subject to careful budgeting, and permit crude 
methods of apportionment. They do not enable all districts to meet 
state. mandates with a reasonable local tax effort. They have little 
value in reducing educational or tax inequalities. 

Worse yet, variable grants-in-aid do not have the one advantage of 
tax sharing, namely, flexibility. Such appropriations have been con- 
tinued in the same amount for decades while school population and 
the price level were rising. Illinois had the same annual appropriation 
for school support from 1873 until 1910; Pennsylvania also had the 
same appropriation for decades after 1873. The result has been that 
the variable grants have had a greater tendency to decrease in amount 
with rising population than have shared taxes. It should be noted, 
however, that the recent experience of Mississippi indicates that this 
generalization may not hold true today. Mississippi has increased its 
appropriations between 1940 and 1948 more than the average for the 
country. Kentucky was somewhat below the average in its adjust- 
ment.” Yet, all of the states in this group could attain a more adequate 
level of equalization support by deémphasizing variable grants. 


FIXED PER-CAPITA GENERAL GRANTS-IN-AID 


Many states have had grants in general aid, the amount of which 
are specified by law. Some of these have been apportioned on district, 
school, or teacher bases; and are in fact a crude type of equalization 
grant, as will be seen in the next chapter. These will not be included 
in this section, which is limited to per-capita fixed grants. Moreover, 
some of the fixed grants per capita have evolved into completely state- 
supported equalization programs. States with relatively large per- 
Capita apportionments will not be included here. 

Fixed general grants-in-aid require a state to make the appropria- 
tion necessary to pay the grants, to levy a tax or taxes at variable rates, 


* J. K. Norton and A. J. Burke, The Potentialities of the State Tax System in 


the Financing of Public Schools in New York State (1947), p. 18. 
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or to supplement by appropriation, if necessary, the yield of earmarked 
taxes at fixed rates. Sometimes, a state can pay fixed grants with ear- 
marked taxes if the yield always exceeds the amount required to meet 
the grants. 


ORIGINS 


California, Connecticut, Ohio, and Washington were pioneers in 
providing fixed per-capita general grants-in-aid for schools. California 
in raising the rate of its county school tax for schools in 1864 pro- 
vided that no county should raise less than $2.00 a census child. In 
1874 the same principle was applied to the state school tax, the rate 
of which was to be varied to produce $7.00 a census child (elemen- 
tary). By 1905 it had been increased to $17.50 an elementary child 
and $15.00 a high-school child,” and remained at this level until 
1920. In 1871, Connecticut appropriated fifty cents per census child 
(ages 4-16) above the income of the permanent fund. In 1872 this 
was raised to $1.50 a pupil and in 1897 it was increased to $2.25 (in- 
cluding permanent fund income) at which figure it remained for half 
a century. Whereas in 1897 the grant represented a substantial part 
of the annual expenditure per pupil, by 1947 it had become an insig- 
nificant source of revenues.* In 1900 Ohio had a provision for a state 
school tax which would produce $1.45 a census child; this was in- 
creased gradually to $2.00 by 1910. This type of grant continued until 
1920.” Washington in 1895 adopted a guarantee of $6.00 a pupil, 
raising it to $8.00 in 1899, and to $10.00 in 1901.” New Jersey pro- 
vided for a state school tax of $4.00 a pupil from 1881 to 1888 and 
$5.00 a pupil from 1888 to 1901, but apportionment according to 
wealth really made it a shared tax. 

The fiscal difficulties of school districts resulting from postwar in- 
flation caused more states to adopt fixed general grants-in-aid after 
1920. That year Utah provided state support equal to $25 an elemen- 


233E, P, Cubberley, State School Funds and Their Apportionment (1905), pp- 
228 ff. 
24 Helen M. Walker, The Development of State Support and Con 
tion i i 
in Connecticut (1926), p. 57. A. Stevens of the Ohio Education Ass'n. 


°° From an unpublished report by B. 
2 Washington Lise Plane Commission, A Survey of the Common School 


System of Washington (1938), p. 72. 
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tary pupil; and California increased its grant from $17.50 an elemen- 
tary pupil to $30 a pupil. Washington raised its guarantee from $10 
to $20 per child of school age. The following year Arizona adopted a 
provision for state support not less than $25 a pupil in average daily 
attendance; and Maine provided a grant of $3.00 a pupil. Illinois 
(1923) abandoned variable grants for a fixed grant and equalization.” 
The practice gradually spread after that. 


STATUS TODAY 


Half the states in 1947-1948 has some fixed per-capita general 
grants-in-aid for schools. It was the dominant policy in at least ten 
states: Arizona, California, Connecticut, Illinois, Iowa, Kansas, Loui- 
siana, Minnesota, Ohio, and Texas. However, for reasons given in the 
next chapter, Arizona, California, and Connecticut will be classified as 
State-supported equalization programs, Illinois, Kansas, and Texas 
shifted to an equalization policy in 1949. Among the other states 
which had some grants of this type in 1947-1948 are Arkansas, 
Maine, Maryland, Missouri, Montana, Nevada, New Jersey, New 
York, North Dakota, Oklahoma, Oregon, Rhode Island, Tennessee, 
and Washington. North Dakota (1950) adopted fixed grants. 

Most of the states which have stressed this policy have not provided 
adequate levels of support for schools. In 1948 Illinois allowed from 
$7.00 to $22.00 a pupil in average daily attendance and Kansas from 
$5.00 to $25.00 a pupil enrolled. Iowa in 1949 increased its allow- 
ance (17 and 20 cents per day of attendance in elementary and sec- 
ondary schools). Louisiana provided $30 a census pupil. Minnesota 
raised its allowance to about $65 a pupil in average daily attendance 
in 1949. Ohio allowed from $53 to $64 a pupil in average daily mem- 
bership. Texas (1948) provided $55 a census pupil.” 


APPRAISAL 


f Per-capita grants-in-aid for general school support which are fixed 

in amount meet the objections to unpredictable grants. They can be 

budgeted in advance and make it possible to estimate more accurately 
27 Swift, op. cit, pp. 112 f. 
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the amount of revenues that must be raised locally. Otherwise, they 
are subject to most of the limitations of tax sharing or variable grants- 
in-aid. Their main effect is to broaden the local tax base, but in so 
doing they favor the densely settled, wealthy districts unless the at- 
tendance is weighted for sparsity. The degree to which they compen- 
sate for lack of local fiscal capacity depends on the amount of the 
grants relative to the cost of a satisfactory school program and the 
method of apportionment. Where they are relatively small and appor- 
tioned on any raw per-capita basis they have very little equalizing ef- 
fect. Where they are relatively large and apportioned by refined meth- 
ods, they may involve considerable equalization. Yet they involve a 
large state outlay without achieving the highest attainable service lev- 
els in the fiscally weak districts. They presume services varying with 
local fiscal capacity and interest. i 

The chief advantage of fixed grants to all local school systems re- 
gardless of fiscal ability is the freeing of local initiative in the able 
units, The tax leeway created makes these schools adaptable and able 
to expand their services. This provides a powerful stimulus for im- 
proving the programs in the less able districts. Furthermore, as will be 
shown in Chapter XIII, this method of providing assistance for able 
districts is less costly to the state than using an equalization formula as 
a means of channeling state-collected taxes back to the able commu- 
nities. Used in combination with an adequate equalization program, 
the policy has the foregoing two advantages. 

The movement toward fixed per-capita grants is motivated by con- 
siderations of stability and predictability. Since the fiscal policy pre- 
sumes broadening the local tax base for local initiative in all districts, 
regardless of fiscal ability, as an important objective, it is questionable 
if the policy is to be preferred over the policy of tax sharing or the 
granting of additional taxing powers (nonproperty taxes) to school 
districts. The property tax base is a most stable tax pase. What local 
initiative really requires is a tax base more responsive to economic 
trends. Although fixed grants to all school districts tend under certain 
conditions to release property taxing power, the leeway is sill limited 
by the nature of the tax. In any case, none of these policies is defen- 
sible in a state that has not achieved a reasonably satisfactory equaliza- 
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tion program. Ohio, for illustration, restricted by tax limits, has em- 
phasized general support at the expense of equalization. California 
until recently was in the same class except that it did not have such 
restricted local taxing powers. 

Except where fixed grants of general aid have evolved into com- 
pletely state-supported equalization programs, the policy presumes a 
relatively low extent of state concern for public school finance. The 
per-capita grants tend to be regarded as supplemental assistance with 
the primary responsibility for support left to local taxation. On the 
other hand, the small grants can be used to enforce state requirements 
and they have been so used. The degree of state control is not relative 
to the amount of support provided. Massachusetts has exercised a high 
degree of control with a small amount of state support. California has 
allowed a high degree of local freedom with a large amount of state 
support. 


PER-CAPITA APPORTIONMENTS AND LOCAL INITIATIVE 


Since taxes shared on a per-capita basis and per-capita grants-in-aid 
tend to go to the densely settled, wealthier local units of government, 
theoretically, at least, such apporttionments should foster local initia- 
tive. There is little correction for lack of fiscal Capacity in the sparsely 
settled, poorer units and the spending ability of all units is increased 
proportionately to their wealth. 

About a third (about a fourth, 1949-50) of the states stressed these 
policies in 1947-1948—Colorado, Illinois, Iowa, Kansas, Kentucky, 
Louisiana, Michigan, Minnesota, Nebraska, New Jersey, New Mexico, 
Ohio, South Dakota, Texas, Virginia, and Wyoming. All of these had 
wide variations in expenditure levels among districts except New 
Mexico, which has a considerable degree of county equalization and 
restricts local taxing power. In spite of the wide variations in support, 
less than half of the states in this gtoup had any well-supported 
schools—only Illinois, Michigan, Minnesota, New Jersey, Ohio, and 
Wyoming. Michigan and Ohio do not have schools supported as well 
as those in New Jersey because of drastic local tax limits, Colorado, 
Iowa, Texas, and Virginia at least approached adequacy at the upper 
level, which should stimulate improvement, Kansas, Kentucky, Loui- 
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siana, Nebraska, New Mexico, and South Dakota had no school sys- 
tems supported at an adequate level. This is due to a combination of 
low economic ability and restrictions on local initiative.” 

All of these states have poorly supported schools that can be im- 
proved only by state action. They must move toward more adequate 
levels of equalization support. Local initiative in many of them is not 
a potent force for improvement either because of poverty or restric- 
tions on local taxing power. Present methods of per-capita tax sharing 
or apportionments do not compensate for the lack of local taxing 
power or other restrictions on local initiative such as tax limitation in 
Michigan and Ohio and tax limitation plus budgetary review in New 
Mexico. Certainly, Illinois, Michigan, New Jersey, and Ohio, and pos- 
sibly Colorado, Iowa, Minnesota, and Wyoming, can afford to con- 
tinue present policies and at the same time put more emphasis upon 
equalization. The others cannot afford to keep equalization at meager 
levels in order to maintain present policies. To continue them pro- 
motes neither equalization nor local improvement through local ini- 
tiative. Illinois, Kansas, and Texas in 1949 shifted to equalization as a 
major policy. Although most of the other states have supplemental 
equalization programs, most of them are inadequate. These states prob- 
ably would secure greater improvement through a leveling up of 
equalization support as is being done in Louisiana through its supple- 
mental equalization program described in Chapter XII. They would 
then be in a position to take on many of the adaptations discovered 
and perfected in the well-supported schools of other states. Of course, 
federal support will be essential in many of them to attain a level of 
equalization that will pay social and economic dividends. 


SUMMARY 


Shared taxes for schools and per-capita grants-in-aid have been as- 
sociated with the crude means of apportionment used in distributing 
permanent fund income. The policies have had the limitations of both 
the crude methods of apportionment and the policies themselves. Both 
policies presume education to be primarily a local function with sup- 
plemental assistance from the state. Both do little to correct inequali- 


2 National Education Association, Still Unfinished (1948), pp. 9 f. 
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ties in educational opportunities resulting from unequal local taxpay- 
ing ability. 

Census, enrollment, and attendance measures not corrected for vari- 
ables affecting school expenditure levels tend to aid the densely set- 
tled districts which generally have relatively high fiscal ability. They 
fail to apportion sufficient revenues to sparsely settled areas with nec- 
essarily higher unit costs and low fiscal capacity. The use of crude 
means of apportionment tends to approximate the policy of tax shar- 
ing according to source. Although the trend is away from crude meth- 
ods of apportionment, vestiges remain in most states and in some states 
they are still used extensively. 

Tax sharing at one time was the dominant policy in state support 
for schools, but it has disappeared in most states. The variable and un- 
predictable nature of shared taxes did not foster stability and prudent 
financial management. Their chief virtue has been in providing a flex- 
ible source of revenues during an inflationary period. In actual opera- 
tion they do not differ greatly from the variable grants-in-aid which 
replaced them in some states. The chief difference is that the grants 
are based upon an appropriation rather than upon tax yield and are 
Not quite so variable or flexible. Fixed per-capita grants, still a very 
common policy, have the advantage of predictability. Otherwise, they 
are subject to the limitations of variable grants. Like shared taxes they 
supplement local resources in all communities and thereby increase 
the ability of the fiscally able districts to exercise initiative. 


READINGS 
Bittermann (5), chs. VIII and XVII; Cubberley (37), ch. XVII; Cub- 
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Association (130); Pittenger (149), ch. XI; Swift (171), chs. XI-XII. 


CHAPTER XII 


Completely State-Supported 


Equalization Programs 


For over a century states have recognized that many school districts 
did not have the taxpaying ability to provide an acceptable minimum 
educational program, or to comply with state minimum requirements. 
They soon discovered that per-capita state assistance did not correct 
the fiscal weaknesses of sparsely settled districts. The old district, 
school, and teacher quotas were crude attempts to equalize financial 
support and local tax burdens for elementary schooling in small com- 
mon-school districts. Out of these early devices evolved completely 
state-supported equalization programs and the more common pattern 
of equalization programs supported by a combination of state and 
local taxation. ; 

The distinctive characteristics of a state-supported equalization pro- 
gram are (1) a relatively high degree of state concern for education 
often expressed in minimum requirements or standards, (2) state rec- 
ognition of the financial implications of state concern or mandates, 
(3) minimum state-support allowances established to finance a mini- 
mum program in all districts; (4) methods of apportionment which 
allow for major variations in the cost of the program among commu- 
nities, (5) apportionment of the grants to all districts regardless of 
taxpaying ability, and (6) permitting all local taxing power or local 
taxation to be used to exceed or supplement the state program. Under 
such a program the state assumes the support of a basic, minimum, or 
foundation program in all localities. The center of gravity for financ- 


ing the minimum educational offering is shifted to the state. The con- 
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cept of state aid to supplement local revenues is replaced by the con- 
cept of local support to supplement basic state support. 


EARLY EQUALIZATION PROGRAMS 


Connecticut was one of the first states to apply the equalization 
concept in public school finance. In the attempt to enforce a minimum 
school term of four months, a law was passed in 1841 to assure every 
district a minimum apportionment of $50 before any per-capita dis- 
tribution was made. Thus, every small district was assured a minimum 
amount to employ a teacher regardless of the number of pupils or the 
amount of taxable wealth. This plan remained in effect with some 
changes in the amount guaranteed until 1870. It was a factor in en- 
abling Connecticut to abolish rate bills in 1868 without creating an 
excessively heavy local tax burden.’ 

The evolution of equalization policy is well illustrated by New 
York. In 1851 New York State was forced to recognize the equaliza- 
tion principle in its attempt to make its schools tuition-free. Its free 
school law of 1849 required every school district to provide free in- 
struction for all of its residents between the ages five and twenty-one 
for at least four months annually. To finance this program the county 
and the town each were required to raise an amount equal to their 
State apportionments for common-school support. State funds were 
apportioned to counties on the basis of total population. County funds 
were apportioned to towns on the basis of total population. Town 
funds were apportioned to school districts on the basis of the number 
of persons between the ages of five and sixteen. Any balance required 
to support schools for four months had to be raised by school district 
tax,’ 

The act failed in the rural districts where State, county, and town 
funds were not sufficient to equalize the local tax burden. The rural 
counties, being sparsely settled, received relatively little state aid. Nev- 
ertheless, in low-valuation counties and towns especially, the require- 
ment to match state aid meant high tax rates to raise relatively small 


amounts of taxes. The expenses of Operating a school for four months 


1H. M. Walker, The Development of State S; i 
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required a certain minimum amount of money regardless of school 
population. Since state aid and county and town revenues were low for 
sparsely settled districts, the amount to be raised by tax was relatively 
high. This often meant very high school district tax rates in addition to 
high town and county taxes on the same property for the support of 
schools. 

The equalization principle evolved from this experience was stated 
as follows: “If the property of the state is required to support the edu- 
cation of the state, it follows that the benefits received by it being 
everywhere the same, its burdens should in like manner be the same.” 
The state must “produce the concurrent results of everywhere equal 
taxation and everywhere equal facilities for education.”* 

To put the equalization principle into effect the legislature in 1851 
provided that one-third of the public money was to be divided equally 
among the school districts.’ Thus, a sparsely settled district with little 
taxable wealth was assured a minimum district quota to operate a 
school for a minimum term of six months regardless of wealth or 
population. The district quota did much to equalize support and tax 
burdens in one-teacher districts. 

The application of the equalization principle was further refined by 
the introduction of a teacher quota. This assured a definite amount for 
each teacher and equalized support not only in one-teacher districts, 
but also in districts with more than one teacher. In 1864 the law pro- 
vided that one-third of the public monies should be divided among the 
districts according to the number of teachers.” The next refinement in 
the teacher quota came in 1890 when the amount provided tor each 
teacher was made a definite guarantee of $100 per teacher." It re- 
mained at this figure until 1919 when it was increased by $100, known 
as an additional teacher quota.® After 1920 the teacher quotas were 
increased several times until they were repealed in 1930. i 

When Illinois enacted its two-mill state school tax in 1855 it used 
the same device that New York had introduced in 1851. Two-thirds 

a age Report of Superintendent of Common Schools, 1853. 

Laws 1851, ch. 151. 

ë Laws 1864, ch. 555. 


7 Laws 1890, ch. 534. 
8 Laws 1919, ch. 645. 
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of the tax yield was to be shared with counties according to the school 
census. The other third was shared by dividing the money equally 
among the townships in the counties. This provision remained in ef- 
fect until 1872.° Massachusetts in 1866 provided a town or city quota 
of $75 which was raised to $100 in 1869. It remained at this figure 
until 1874 when the grant was discontinued except for low-valuation 
units.” 


OTHER EARLY ATTEMPTS AT EQUALIZATION 


At the time of Cubberley’s study (1905), over a fourth of the 
states had made beginnings toward crude state- and county-supported 
equalization programs for elementary schools. The state generally ap- 
portioned its funds to counties on a per-capita basis and required coun- 
ties to provide the quotas. Idaho and Nebraska were using a device 
similar to the 1851 plan in New York. Arizona required counties to 
allocate $400 to a district with a school census of ten to twenty pupils 
and $500 to a district with over twenty pupils. California in 1905 be- 
gan to apportion $250 for each teacher allowed by the county super- 
intendent of schools, one teacher being allowed for every seventy cen- 
sus pupils. Delaware used the number of teachers in prorating. Minne- 
sota (1895) allowed $200 for each graded elementary school and in 
1899 $75 was provided for each one-teacher school and $100 for each 
semigraded school. Nevada allowed one teacher for each 75 census 
pupils and counties had to divide 40 percent of the state support 
among districts according to the number of teachers so determined. 
New Jersey in its county apportionment allowed $200 a teacher. Ore- 
80n required counties to give a quota of $50 per district (note the 
Connecticut influence). Pennsylvania (1897) divided one-third of its 
appropriation among districts according to the number of teachers. 
Rhode Island (1894) began to provide its school or teacher quotas. 
Vermont distributed most of its aid according to the number of schools. 
Washington allowed 2000 days of attendance to every district regard- 
less of size in making its apportionment. Wyoming had counties pro- 
vide a district quota of $150," 


L. H. Weaver, School Consolidation and State Aid in Illinois (1944), p. 24. 
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Many of the early schemes were not pure state-supported equaliza- 
tion programs. (1) State and county support often were intermingled, 
the county provisions frequently being the most significant. However, 
these eventually become matters of state policy. (2) Some of the 
grants had the characteristics of subventions (special aids to promote 
state purposes). Cubberley looked upon teacher gtants as a means of 
stimulation as well as equalization. The school grants in Minnesota 
and most of the high school grants fall into this classification. How- . 
ever, inasmuch as the grants summarized above were not associated 
with local matching, they tended to have a moderate equalizing effect. 
They did not gravitate to the wealthy districts to the degree that sub- 
ventions based upon matching did. 


CONTRIBUTIONS 


The early equalization schemes attempted to provide a minimum 
amount of support for each district, school, or teacher on the theory 
that a minimum amount of money was required to employ a teacher 
and operate a school for a minimum term regardless of enrollment. 
Unless the state provided the minimum support from state or county 
sources very high local tax rates or failure to meet minimum require- 
ments followed, Some of these schemes failed in their equalization ob- 
jective because they depended upon tax sharing or variable grants-in- 
aid, e.g., in Delaware, Idaho, Nebraska, Nevada, New York, and 
Pennsylvania, Others failed to adjust the amount of the fixed grants 
for decades, e.g., New York. As a result the grants no longer provided 
a minimum amount of support and they tended to benefit the wealthy 
districts most. Furthermore, the schemes often were conceived in 
terms of elementary schools, small districts, of small schools. With 
population growth some of the fiscally weak districts in states be- 
came relatively large. The high school became an accepted part of 
the public school program. 

These schemes made very 
concepts. (1) It was learned that equa 
in amount and adjusted from time to time to « 
ditions if support was to be sufficient to maintain 


burdensome local taxes. (2) It was learned that the methods of ap- 
f population sparsity 


important contributions to equalization 
lization grants must be fixed 
to changed economic con- 
state minima without 


portionment must take into account the effects o. 
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on pet-pupil expenditures. The weighted attendance device in Wash- 
ington became the forerunner of the refined methods of apportion- 
ment required for equalization. (3) The district and the school as 
means of apportionment became outmoded with population growth 
and the growing insignificance of the one-teacher district. (4) The 
teacher as a basis of apportionment was found to be more adaptable 
to larger districts, but it was later found to be subject to serious limita- 
tions. As a result, it was often related to some pupil measure using 
refinements of the weighting device developed in Washington and 
the schemes used in California and Nevada. 


SPREAD OF CRUDE EQUALIZATION PROGRAMS 


After 1905 crude methods of apportionment which achieve a 
moderate degree of equalization through state money alone con- 
tinued to spread. The movement was stimulated by Cubberley’s in- 
fluence, early studies of state school financing, and the dissemination 
of information on state school fiscal policies and practice. Even after 
they had accepted more refined methods of equalization, many states 
retained vestiges of crude equalization programs; and others adopted 
crude equalization programs long after improved techniques had be- 


come available. Their vety simplicity has had a great appeal to legisla- 
tive bodies, 


CUBBERLEY’S INFLUENCE 


Cubberley in his study completed in 1905 stressed the importance 
of using the number of teachers as well as attendance in distributing 
general state assistance for schools. In his later writings he stressed 
this method of apportionment. His ideal plan consisted of per-capita 
apportionments and (1) teacher grants, e.g., $250 an elementary 
teacher, $275 for intermediate-grade teachers, $300 for high-school 
teachers, supervisors, and administrative officers; (2) school grants, 
e.g., $100 for each year of high school and allowances for other types 
of schools; and (3) additional aid for the weakest districts. Cub- 
berley’s findings apparently had a profound effect upon other school- 


finance students as revealed in the state Sutvey reports that followed, 


ne z P. Cubberley, State and County Educational Reorganization (1914), pp- 
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e.g, Ohio (1907), Maryland and Wyoming (1916), Arizona and 
Colorado (1917), South Dakota (1918), Alabama, Delaware, and 
Virginia (1919). 


NATIONAL SUMMARIES 


The widespread interest in state school finance after Cubberley’s 
study led to a periodic reporting on finance policies and practices in 
the various states. In 1915 the United States Bureau of Education 
published two summaries of state apportionment plans. These surveys 
showed that some variation of the crude types of flat grant equaliza- 
tion, either state-supported or supported by state and country, had been 
introduced into over half the states.” 

The following year Butterworth made the first comprehensive 
study of state aid for high schools. Basing his study upon 1915-1916 
statutes, he found that at least thirteen states had adopted state aid 
programs for high schools somewhat similar to the plan proposed by 
Cubberley. These included Alabama, Maryland, Minnesota, Missouri, 
New Jersey, New York, North Carolina, North Dakota, Pennsylvania, 
South Carolina, Virginia, Washington, and West Virginia. Six other 
states had apportionment plans which provided a crude type of state- 
supported equalization for high schools: California, Idaho, Louisiana, 
Oregon, Rhode Island, and Tennessee.” 

After 1915 apportionments by teachers, schools, or districts be- 
came part of the fiscal policy in a number of other states: Illinois 
(1923-1927), Maine (1921), Massachusetts (1919), Pennsylvania 
(1921), and Wyoming. Later the policy spread to Colorado, Kansas, 
South Dakota, and Utah. 


CURRENT STATUS 


Crude state-supported programs of the Cubberley type have not yet 


disappeared. In 1948 the policy was dominant in North Dakota and 
Rhode Island. The policy was important in Washington and vestiges 
of it were still found in Maine, Maryland, Missoutt, South Dakota, 


15 Bulletin No. 47, 1915, and No. 22, 1915. 3 
14), E. Butterworth, Problems in State High School Finance (1918), pp. 8-10 


and 30 ff. 
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and Tennessee. North Dakota allowed $250 to $450 a teacher with 
certain per-pupil allowances. Rhode Island allowed $600 a teacher 
for salaries plus school grants of $150 to $300. 


LIMITATIONS 


The limitations of district and school quotas were discussed in the 
preceding section. Crude, state-supported equalization devices utilizing 
the number of teachers employed are superior in many respects to 
per-capita apportionments, but they, too, have been found to contain 
serious weaknesses. First and most important, the method tends to 
become “reward for wealth.” Fiscally able districts that can afford 
low pupil-teacher ratios tends to receive the greatest benefits. This 
counteracts the equalizing effects of the grants. Second, this means 
that the state is not supporting the same program in all districts. 
The program supported increases with the wealth of the unit receiving 
the aid. Third, the fact that all districts receive them and the fact that 
they stimulate low pupil-teacher ratios tend to keep the amounts 
guaranteed at a low level. Thus, there is not as high a level of equaliza- 
tion as there would be otherwise. Fourth, the grants frequently have 
been associated with the enforcement of state requirements or the 
attainment of higher standards. Unless grants are sufficient to cover 
the cost of the undertakings, they tend to 8go to wealthy districts. Fifth, 
they tend to be associated only with teachers’ salaries and not the total 
cost of an educational program. This tends to increase inequalities in 
the local burden of supporting state mandates or requirements, Sixth, 
they handicap attempts to secure a more defensible equalization in 
the future. The necessity of protecting the former aid of wealthy dis- 
tricts tends to hold down the level of equalization attained for all 
districts. 

States with crude State-supported equalization programs usually 
finance 4 program that is no longer realistic in terms of modern eco- 
nomic conditions. They do not assure enough to employ the minimum 
teacher alone. In most states today at least $2000 is necessary tO 
employ a college graduate without teaching experience. North Dakota's 


grant of up to $450 a teacher would not employ any kind of a teacher; 
nor would Rhode Island’s $600 a teacher. 
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THE FOUNDATION PROGRAM CONCEPT 


It has been seen that states for over a century have been seeking a 
plan of state school support which would assure every district enough 
money to operate schools for a minimum term, to employ properly 
certified teachers, or to pay a minimum teacher's salary. Some states 
attempted to accomplish this purpose by applying more refined 
methods of apportionment to shared taxes or prorated appropriations, 
but unpredictable and variable apportionments did not achieve the 
end sought. So attention became centered upon various devices for 
providing a minimum amount of support for the operating unit as a 
whole, the school, or the teacher. However, the early equalization 
schemes were developed for very primitive or simple operations—they 
presumed one-teacher schools and a rudimentary elementary-school 
program. As school systems became larger and more diversified, as 
school programs became more diversified and complex, and as ex- 
penses other than regular classroom teachers’ salaries became more 
important in the school budget, the determination of cost allowances 
for equalization purposes itself became complex. 


CLARIFICATION OF POLICY 


Until about 1920 state fiscal policies for schools could be char- 
acterized as combinations of tax sharing, variable grants-in-aid, special 
aids, fixed per-capita general grants-in-aid, and a variety of crude 
equalization devices. One policy was counteracting another. Even 
states that had made crude beginnings toward equalization had not 
clarified their policies and the implications of their practices. Although 
over 80 percent of the states in 1920 placed primary responsibility 
for school support upon local government and many were stimulating 
local taxation by various means, three-fourths of the states had placed 
limits upon the taxing powers of school districts.” These restrictions 
represented a lack of faith in local government, restricted the opera- 
tion of home rule, and nullified state efforts to stimulate local taxa- 
tion and the shifting of the burden of support to localities. When it 


15 Mabel Newcomer, Financial Statistics of the P: ublic Education in the United 
States, 1910-1920 (1924), pp. 158 #. 
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was realized that differences in fiscal capacities precluded complete or 
substantial local support for schools in all units of government, the 
policy generally became one of piecemeal corrections for the weakest 
districts. No state had yet attempted to apply the concepts developed 
for financing schools in the weakest districts to the financing of schools 
throughout the state—namely, the assuring of a minimum amount 
of support in every district from state sources alone, or from state sup- 
port combined with a uniform local tax effort in all districts. 

A number of developments occurring after 1920 brought about a 
clarification of state policy in the support of schools. They centered 
attention on the financing of a state minimum program and the re- 
leasing of local taxing power for local initiative. ‘This objective be- 
came the foundation of all fiscal policy for schools in an increasing 
number of states. (1) Delaware (1921) created a state unit to provide 
a state minimum program through state support without taking away 
local taxing power or using any of it to support the state program. (2) 
Maryland (1922) adopted a state minimum salary schedule. The cost 
of this schedule in each district plus a fixed percentage of this cost for 
other current expenses was to be met from state sources where a 
prescribed uniform local tax would not raise the amount required in 
any district. Although the state used some local taxing power to 
finance the state minimum program, it freed the local tax base of a 
large part of the former burden of supporting the minimum. (3) New 
York State (1925), guided by the findings of Strayer, Haig, and 
Mort, made equalization its primary objective in state school support. 
The state guaranteed enough support to meet certain unit costs where 
a very low uniform local tax would not raise these amounts. Strayer 
and Haig, after reviewing the heterogeneous and conflicting fiscal pol- 
icies of New York State, concluded that the state should adopt equali- 
zation as its basic policy. They pointed out that equalization required a 
state “(1) to establish schools or make other arrangements sufficient to 
furnish the children in every locality within the state with equal educa- 
tional opportunities up to some prescribed minimum; (2) to raise the 
funds necessary for this purpose by local or state taxation ad justed in 
such a manner as to bear upon the people in all localities at the same 
rate in relation to their taxpaying ability; and (3) to provide ade- 
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quately either for the supervision and control of all the schools or for 
their direct administration by a state department of education.” As a 
result of these three developments, the definition of a state basic, mini- 
mum, or foundation program gradually became the focal point in at- 
tacking the financing of all schools in many states. Such programs were 
not conceived only in terms of districts burdened with heavy taxes, levy- 
ing the maximum permissible tax rates, or not able to maintain state 
minimum requirements as Cubberley had conceived equalization and 
as so many states had attempted to apply it prior to 1920 (See Ch. 
XIII). 

Strayer and Haig recognized that the logical outcome of the equaliza- 
tion concept was complete state control, support, and operation of 
schools.” They were concerned with preserving the advantages of the 
decentralized structure while at the same time promoting equalization. 
Their compromise was to free local taxing power for local self- 
government by enabling all districts to finance state minimum offerings 
with a very low local tax rate. This policy, like that of Delaware and 
Maryland, was the direct opposite of that adopted about the same 
time in North Carolina. North Carolina adopted a state minimum 
salary schedule like Maryland, but provided state support only where 
the maximum local tax levy permitted would not finance a six-months’ 
term. The state cornered a large patt of the local tax for state purposes, 
thereby hampering the exercise of home rule. Many districts were left 
no tax leeway for local adaptations. é 

The equalization concept as viewed by Strayer and Haig did not 
subordinate local control to state concern. The state became re- 
sponsible for a minimum offering in all localities representing the in- 
terest of all the people with education, but the localities were to be 
free to add as much as they desired and could afford. Thus, equaliza- 
tion became a lever for releasing local initiative that had been bottled 
up by traditional policies and practices. Able districts in particular 
were permitted to set the pace, but no district was held to a uniform 
level of offerings as it would be under complete state support and 


Operation. The inequalities created by able districts forging ahead pro- 
8G. D. Strayer and R. M. Haig, The Financing of Education in the State of 


New York (1924), pp. 174. 
“Ibid, p. 176. 2 
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vided a powerful stimulus for redefining and raising the state’s mini- 
mum offering. 


DEFINITION OF THE FOUNDATION PROGRAM 


The foundation program is more than a device for apportioning 
state aid for schools. In effect it determines the level of education 
available to children in local units which have so little taxpaying 
ability that they can supplement it very little from local resources, no 
matter how great a tax effort they make. 

The definition of the foundation program is not within the scope 
of finance, but the definition must be made before the finance program 
can be formulated. Conceivably, the program could be defined only 
in terms of state minimum standards, or it could be defined in terms of 
the kind of education the people have accepted over the years through 
local action, or it might be defined in terms of what the people of a 
state, after careful deliberation, consider essential at any given time. 

Experience in the various states has demonstrated that without 
adequate finance three things happen to state minimum standards: (1) 
the standards are tailored to the fiscal Capacity of the weakest units 
of school administration, or (2) if higher standards are adopted they 
simply cannot be enforced in the poorest units, or (3) the resulting 
inequalities in local tax burdens in the poorer units force them to 
curtail other important elements in order to meet the standards es- 
tablished for certain other elements, For example, state minimum 
salary laws often force large classes and reductions in services” If, 
on the other hand, standards are established for services and class 
size they often result in a deterioration of the caliber of personnel 
employed. Although many existing minimum standards could be 
eliminated if adequate finance were provided for the foundation pro- 
gram, the first step in defining a foundation program is to guarantee 
enough financial support for the foundation program so that all 
mandates can be carried out without Creating extreme inequalities in 
local tax burdens or creating imbalance in local educational programs. 


After adequate finance is provided, many of the mandates will be 
superfluous, 


18 See ch. XIII and National Education Ass 
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Since minimum standards consciously or unconsciously are generally 
tailored for the most inefficient and poorest units of administration and 
since they often lag behind practices in the vast majority of school 
systems, it is important in defining the foundation program to discover 
the kind of educational programs the people in a state have come to 
accept over the years through local action. The scope of the programs 
accepted locally in the various states will vary depending upon the 
vitality of the local units of school government, the adequacy of past 
financial allowances from the state, and the taxing powers of the local 
units. When appraised by any kind of standards, such programs may 
seem very inadequate to meet the needs of our times. Nevertheless, 
unless the financial allowances for the foundation program are based 
upon programs at least as good as those that have been accepted by 
local action, even these cannot be available in the poorest units. 

Definition of the foundation program to include those elements 
generally accepted by the people through local action has a further 
advantage. It releases local taxing power to do the things that the 
people locally have wanted to do but which they had been unable to 
do because of lack of taxing potential. As new enterprises and ele- 
ments are accepted locally, the state financial plan can be modified to 
make them available to the children in the weakest units. A foundation 
program defined in terms of available practice is not as static as it 
would appear from superficial analysis. Indeed, from the point of 
view of local operation it has a great deal of virtue in it. The ultimate 
definition of the foundation program is always made in terms of the 
decisions of vital local self-government. f 

There has been a growing tendency to define the foundation pro- 
gram in terms of the needs of our society and the returns for money 
spent. As a result, elements are included in the foundation program 
before they have become generally accepted through local action. 
Among the elements so included in recent years have been kinder- 


gartens, junior colleges, adult education, special classes, summer 


schools, night schools, and part-time schools. At the present time, 
ocated in many states. 


the inclusion of nursery schools is being adv : 
The desirability of broadening the scope of the foundation program 
cannot be questioned. However, states should move in this direction 
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very cautiously. Before making extensions of the foundation program 
beyond what is necessary to finance existing minimum standards and 
elements generally accepted through local action, it is imperative 
that the financial allowances be sufficient to finance these existing 
elements so as to make them available in the poorest districts. The 
allowances should be adequate not only for meeting current ex- 
penditures, including necessary transportation, but also any capital 
outlay or debt service involved in the program. Unless the financial 
allowances are adequate enough to finance the programs already ac- 
cepted, any extensions of the foundation program tend to dilute the 
total program, particularly in the weakest units. 

If state-wide decisions and action are to be substituted for local 
decisions, it is most important that there be state-wide public partici- 
pation, study, and discussion of an element before it is included in the 
foundation program. The process on a state-wide basis should ap- 
proach the local processes as nearly as possible. Indeed, it should use 
the existing machinery of local school government to the fullest ex- 
tent if local interest and strength in school government are to be 
pteserved. Where the people in local units after careful deliberation 
get together for state-wide action, the results are quite different from 
state-wide action obtained by local management, state agents, and 
legislatures representing the people and pressure groups. 

Whenever state-wide action of the latter type is substituted for 
local action in defining the foundation program, the healthy opera- 
tion of local school government is threatened. Local management 
tends to by-pass the people locally and go directly to state agents 
Of representatives for action. Since a state is nothing more than the 
sum total of the people in local Operating units, the danger is that 
Management, state agents, and representatives of the people will 
adopt programs which the supporting public has not yet accepted. 
Pressure groups interested in only one aspect are too eager to promote 
their particular interest through having it included in the state founda- 
tion program. Their interest in a particular element blinds them to 
the values of local self-government. They are too ready to get things 
into the school program before the public is ready to accept them. 

Another tendency in the definition of the foundation program is 
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to define the program in terms of specifics such as salary schedules, 
particular services to be provided, and definite allotments for various 
budgetary categories. The more detailed such definitions are, the more 
local operation is handicapped. Local units should have the maximum 
freedom of choice within the foundation program. If the allowances 
for the foundation program defined broadly are sufficient, most units of 
operation will be able to offer a balanced program without detailed 
central direction. If a state has any large number of unsatisfactory units 
of administration it should increase its field services to assist localities 
in the planning of their programs. 

The definition of the foundation program in any state presents 
major problems. Theory and practice have been moving ahead prag- 
matically. The need for legislative and public understanding, political 
compromise, and administrative simplicity, and the carry-over effects of 
past policies generally have prevented a realistic definition of an ade- 
quate minimum offering to be provided throughout a state. States, in 
applying the foundation program concept, have used various devices 
for determining the cost allowances for the state-wide minimum pro- 
gram upon which state support is distributed—the budget, a salary 


schedule, and unit costs. 


BUDGETARY ALLOWANCES 

As state minimum requirements became more numerous and de- 
tailed, the attempt to translate them into minimum costs for purposes 
of finance became cumbersome to administer.’ Even such require- 
ments as minimum terms and compulsory education under more com- 
plex educational undertakings had different financial effects in dif- 
ferent localities. Only through the budgetary process and budgetary 
analysis could a state accurately determine the financial outlays an- 
nually involved in the mandates in all school districts. A number of 
states even before 1920 had developed equalization programs based 
upon budgetary approval or budgetary allowances.” Under one plan, 
local authorities submitted budgetary estimates for maintaining the 
state basic program to central authorities for approval and determina- 

19 See A. W. Schnidt, Development of a State's Minimum Educational Program 


(1932). 
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tion of the amount of central support to be provided. Although this 
method generally has been used in equalization programs combining 
state and local support, it has been used in the state-supported pro- 
grams of Delaware and North Carolina. Another method has been 
for a central authority to establish arbitrarily local budgetary al- 
lowances for a state program and allocate support accordingly. This 
plan, too, has not been associated generally with completely state- 
supported equalization, except to a certain extent in North Carolina. 

It must be admitted that actual budgeting is the only way to deter- 
mine the cost of maintaining like programs under varying local operat- 
ing conditions. Yet use of the budget has serious implications for 
fiscal policy. If determination of the budgetary allowances required 
is left to local authorities, there is a tendency to use the opportunity 
to obtain all the money possible from the state. The experience of 
North Carolina after 1901 reveals this tendency.” If central agencies 
are given the power to review, reduce, or approve estimates submitted 
by localities, the center of gravity of control is shifted to the state. 
Decisions of state agents, even if limited to the basic program, are 
bound to affect the whole budget. Budgeting becomes associated with 
obtaining favorable action from central authorities rather than with 
obtaining local public understanding and support. Local operating 
units cannot predict their state support and plan their expenditures. 
Initiative is stifled by review. If central agents arbitrarily make budget- 
aty allowances for local operation of the state foundation program, 
the local budgetary process is still handicapped. Unless the budgetaty 
allowances are established objectively well in advance, local operating 
units cannot predict state support for budgetary planning. Central 
agents, not responsible to the localities like a legislature, can make 
decisions which hamper local management. 

The use of budgets to determine the foundation program cost al- 
lowances requires certain safeguards to retain local budgetary freedom 
and effectiveness. Local units must be able to calculate their support 
for budgetary purposes. Discretion on the part of central units must be 
removed. Budgetary allowances for the state basic program must be 


F, W. Morrison, Equalization of the Financi zj jon Amon, 
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calculated upon formulae for determining the number of teachers and 
other employees allowed under the state program, fixed salary sched- 
ules for all such employees, and specified allowances for other costs. 
The formulae, salary schedules, and other costs allowances must be 
fixed by law or administrative regulation and must not be subject to 
change after local budgets are adopted. Operating units must be given 
notice of any changes in advance of budget preparation and oppor- 
tunity must be provided for a hearing on any contemplated changes. 


SALARY SCHEDULE ALLOWANCES 


Since the largest item of school expenditure is the salaries paid 
teachers and other professional employees, some states have attempted 
to determine the allowances for the state minimum program in terms 
of the cost of a state minimum salary schedule in the individual school 
district with or without allowances for other expenses. Maryland and 
North Carolina for over twenty-five years have calculated their basic 
support on the basis of a state salaty schedule with allowances for 
other current expenses. Pennsylvania for over a quarter of a century 
has used its minimum salary schedule without allowances for other 
current expenses. 


A plan like that of Maryland's overcomes to some extent the ob- 


jections to the budgetary method of estimating the cost of the state 
high enough to attract 


minimum program. If the salary schedule is 

sufficient teachers who meet state requirements in all districts, if the 
number of teachers allowed is numerically adequate, and if the al- 
lowances for other expenses are sufficient to provide teachers with the 
services, tools, and environment required for effective teaching, the 
plan is workable. Its chief drawback is administrative complexity. A 
state must have data on all teachers annually to administer the plan. 
On the other hand, calculating the program only in terms of a mini- 
mum salary schedule as is done in Pennsylvania means unequal teach- 
ing effectiveness or unequal local tax burdens or both. Furthermore, 
basing state aid upon salary schedules tends to reward the wealthier 
units. Since they can afford to employ teachers with the most prep- 
aration and experience without excessively high local tax rates, they 
profit most by the plan. It tends to become reward for fiscal ability. 
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UNIT COST ALLOWANCES 


A third practice has been to express the cost allowances for a state 
program as so many dollars per unit used in measuring costs, €g, 
$200 a weighted pupil in New York or $3300 a weighted classroom in 
Utah (1949). This is the oldest and most common method of calculat- 
ing costs, the chief refinements being in the units used for cost de- 
termination and apportionment. The accuracy with which it measures 
local costs depends upon the units used in measuring expenditures, con- 
trol of the many variables affecting local expenditures, the recency 
of the expenditure data, and what is included in the expenditure data. 
The assumption underlying the method is that a like amount of money, 
adjusted for local variables affecting expenditures, and expressed in 
proper units, will purchase roughly equivalent programs throughout 
a state. It is doubtful if the unit cost method has yet been refined 
enough to justify such an assumption, but it has certain other im- 
portant assets. It has the advantages of administrative simplicity and 
encouraging local freedom. A district can budget the allowances as 
it deems best, using varying combinations of pupil-teacher ratio, 
salary outlay, and outlays for other services and materials. 

Mort and his students since 1923 have developed improved tech- 
niques for defining the foundation program and computing its unit 
costs. Mort has defined the program to be financed as including those 
elements (mandated or accepted by local action) generally found 
in schools throughout a state, together with such supplementary un- 
dertakings as transportation, necessary to provide the program. Among 
the elements which generally should be included are kindergartens, 
elementary schools, high schools, and special classes for the handi- 
capped, including transportation, debt service, and capital outlays. In 
the early years Mort defined the cost of the program as the average 
pagel per unit for each element in districts of average wealth in 
a state. Harty attempted to devise a method of determining variations 
in unit expenditure for like programs among communities arising 
from cost of living variations.” Burns undertook the first of a seties 


22 P, R. Mort, State Support for Public Schools (1926 
; ifi ), chs, IHI. 
D. P. Harry, Cost of Living of Teachers in the State of New York (1928). 
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of studies dealing with the measurement of transportation unit costs. * 
Grossnickle undertook one of the first studies of measuring unit cost 
allowances for capital outlays.” 

In his later writings Mort has departed from the norm of com- 
munities of average wealth in establishing reasonable unit cost al- 
lowances for a basic state program. His reasoning is that communities 
of average wealth never truly represented what a state could do, be- 
cause the taxing powers of local units have been limited by law to 
certain taxes and because they frequently have only limited power 
to use even the propetty tax. The taxes available to localities never 
have enabled them to reach their total economic resources. In recent 
years, therefore, he has put the stress on adequacy—teturns for money 
spent. The cost allowances should be determined from the kind of 
education obtainable at given cost levels and the fiscal ability of the 
state as a whole. What kind of educational returns are essential for 
the economic, social, and civic well-being of all the people in the 
state? What kind of program could the state afford if it were func- 
tioning as a single school district and utilizing its tax system to reach 
the total economic resources of the state?” 


UNSOLVED PROBLEMS 


Only a crude beginning has been made toward the determination 
of reasonable unit costs for a state-wide basic educational program. 
(1) Theoretically adequate state-support allowances would mini- 
mize the necessity for state mandates, requirements, of standards. Yet 


the fact of outmoded small governmental structure and political 


decadence in larger units requires some exercise of police power. Few 


states have integrated their state-suppott programs with minimum re- 
quirements. Much remains to þe done in this respect, particularly in 
relation to capital outlays where states have used their police power 
most prolifically. (2) Studies of returns for money spent on schools 
are still in the rudimentary stage. No state has answered the question 
of what kind of schooling should be provided everywhere to assure 

% See section on transportation following. 

25 See section on capital outlays following. 


2 P. R. Mort and A. J. Burke, The Cost o; 
of Education for New York State (1947). 
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the survival, economic well-being, and civic health, and social or 
cultural advance of its people. (3) Only the budgetary process un- 
hampered by inflexible revenue systems and low consumer standards 
can reflect the varying expenditures requited in different localities to 
maintain like educational programs or the varying expenditures re- 
quired in the same community to maintain a like program from year 
to year in an economy with unstable monetary values. There are 
tremendous improvements possible in existing methods of approximat- 
ing budgetary requirements for providing adequate educational pro- 
grams in all communities. No state program has yet been geared to 
price indexes of any kind. (4) The determination of unit costs or 
expenditures depends upon good accounting systems. Relatively few 
localities have accounting systems which will yield the types of data 
needed. Most studies are based upon crude methods of estimation. (5) 
Theoretically, equalization is unattainable unless the foundation pro- 
gram cost includes all of the costs inherent in offering it. Most mini- 
mum programs are still conceived in terms of partial costs. Much re- 
mains to be done toward including transportation, debt service, and 


capital outlay expenditures in the cost allowances as well as all current 
expenditures. 


TESTS OF ADEQUACY 


The keys to the adequacy of any state program are (1) qualifica- 
tions of the staff recruited and retained under the program; (2) the 
numerical sufficiency of the staff; (3) the amount and quality of 
specialized services provided to supplement and improve regular class- 
room teaching; (4) the kind and amount of materials and plant that 
can be purchased; and (5) the competency of management possible 
under the program. It is apparent at the present time that state pro- 
grams with few exceptions ate not even adequate enough to assure a 
sufficient number of teachers who meet existing certification require- 
ments. Furthermore, the requirements themselves in many states afe 
far too low to assure good schooling. No state has really faced the 
question of adequacy in its state program. State programs generally 
are conceived as minima designed to correct the worst conditions in & 
state or to restore past service levels after a serious price rise. Every 


State-Supported Equalization Programs 311 


state must disregard the limitations of existing revenue institutions, 
provincial outlooks, existing practices, and similar negative influences 
and ask itself what kind of education our civilization demands—its 
scope and character. Financial policies must be formulated to speed 
the approach to education that pays sufficient dividends to liquidate 
its cost. This is the basic problem in federal and state school finance. 
The others are technical problems. 


REFINEMENT OF TECHNIQUES OF APPORTIONMENT 


State assumption of responsibility for the financing of its basic 
state-wide program required refined methods of apportionment. Al- 
though several states had introduced innovations in techniques of ap- 
portionment for purposes of equalization prior to the development of 
the foundation program concept, the full significance of these develop- 
ments was not realized until after 1920. Research improved upon 
the techniques already being used in states like Washington, North 
Carolina, California, and Nevada. 


EARLY WEIGHTED UNITS 


Idaho and Kentucky were among the first states to make provision 
for a minimum number of census pupils in making an apportionment, 
but they did not develop weighted measures to the extent that they 
were developed in Washington. Washington began to use the tech- 
nique of weighting attendance in 1897 under a Jaw guaranteeing that 
no district would be allowed fewer than 2000 days of attendance for 
purposes of apportionment. Through weighting the attendance, the 
state corrected for higher unit costs arising from sparsity, particularly 
for one-teacher school districts. In 1909 Washington began to use 
weighting to make allowances for differences in unit costs among 
various types of schools. In making apportionments on attendance it 
counted a unit of elementary attendances 1.0; a unit in high school, 
1.5; a unit in parental schools, 3.0; and a unit in schools for defec- 
tives, 5.0. In 1917 it applied the same method to kindergarten and 
night-school attendance, allowing 0.3 units of attendance for each 
Kindergarten unit and for each unit of night-school attendance. Before 
1920 Washington had used weighting to allow for differences in costs. 


312 Financing Public Schools in the United States 


due to sparsity (the minimum allowance of 2000 days) and to allow 
for differences in the costs of operating different types of schools.” 
Some states in using the teacher as a basis of apportionment had 
related it to a pupil measure. North Carolina in 1901 allowed one 
teacher for each 35 pupils enrolled. Amendments adopted in 1913 
and 1917 required an average daily attendance of at least 20 for each 
teacher employed in schools having more than two teachers.” By 
1905 California and Nevada had adopted similar methods, California 
allowing one teacher for each 70 census pupils and Nevada one for 
each 75 census pupils. California (1919) began to allow one teacher 
for each 35 pupils in average daily attendance or fraction thereof plus 
two teachers for each 700 units of average daily attendance in ap- 
portioning elementary school aid. In 1921 the law was amended to 
allow one additional teacher for each 300 pupils in average daily at- 
tendance—a plan which remained in effect until 1947. Nevada in 
1925 began to allow one teacher unit for the first 20 pupils or less 
in average daily attendance and one additional teacher for each ad- 
ditional 20 pupils or major fraction thereof. All of these methods pro- 


vided a crude adjustment for sparsity of population at least in one- 
teacher districts. 


‘MORT’S WEIGHTED-ATTENDANCE MEASURES 


The foregoing refinements had recognized that many costs are 
proportional to the number of classrooms operated and that attendance 
had to be weighted to adjust to this factor, which meant weighting 
to provide for differences in costs of operating various types of schools 
and for the effects of sparsity on pupil-teacher ratio. However, the 
sparsity correction was vety crude. Mort (1925), using data for New 
York State, related the number of teachers employed to the size of 
the operating unit (one index of sparsity effect) and established norms 
based upon average practice. He expressed these norms in a formula 
for apportioning state aid either by use of weighted attendance of 
weighted classroom units.” Later, he developed national norms using 


27 Bi j, pi . 4 
gia a Report, 1920, Superintendent of Public Instruction, Washington, 


28 F, W. Morrison, op. cit., pp. 10 f. 


2 F, H. Swift, Studies in Public School Finan 
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the same techniques." Under these norms the number of weighted 
pupils or classroom units allowed increases the more attendance falls 
below certain points—about 300 for elementary an about 700 for 
high school. In this way, the effect of sparsity upon pupil-teacher 
ratio is taken care of roughly not only in one-teacher districts, but in 
all other types of rural districts. 

Norms for weighting attendance tend to remain relatively stable 
for short periods, but may be subject to considerable change over long 
periods. Trends in teachers’ salaries, preparation of teachers, curricula, 
teaching methods, promotion, holding power, and other educational 
practices have their effects on staffing and cost relationships. The ef- 
fects of sparsity in New York State in 1945 were very different from 
the effects twenty years earlier? With the development of single 
salary schedules and general education on the high-school level, the 
tendency is for elementary and high-school unit expeditures to come 
closer together. 

The apportionment of money for undertakings whose cost is not 
closely related to the pupils or classtoom units presents its own prob- 
lems. It has been revealed that transportation expense generally is 
but one manifestation of the effect of sparsity. Hither the children 
must be transported or the pupil-teacher ratio will be smaller. Ex- 
treme sparsity not only means transportation, but also pupil-teacher 
ratios below average. There is a limit to the time that pupils can 
spend traveling. There is a point where the cost of transportation ex- 
ceeds the cost of small class size.” Improved techniques for appor- 
tioning money for transportation, debt service, and capital outlays 
will be discussed in the next two sections. 


ALLOWANCES FOR TRANSPORTATION 
The development of state responsibility for pupil transportation 
has followed the development of the motor vehicle and better roads. 
During the nineteenth century states encouraged transportation, but 
did not provide financial assistance for it. During the present century 
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ip. bli 5 
R. Mort, State Support for Public o aeon oF Seite Aid (1947), 


322P. R. Mort and W. W. Schmidt, Tec 


pp. 9 ff. 
33 Ibid., pp. 8-9. 


314 Financing Public Schools in the United States 


states have made transportation compulsory under certain conditions, 
regulated it, and provided financial assistance, At first, transportation 
was regatded as another special undertaking, but it has come to be 
recognized as a manifestation of sparsity. The trend is toward includ- 
ing it in the state foundation program and apportioning aid for it 
with more refined techniques. 


EARLY TRANSPORTATION AIDS 


Only four states provided state aid for transportation prior to 1910: 
Connecticut, New Jersey, Vermont, and Wisconsin. The Connecticut 
law of 1903 provided for the state’s paying half the cost of transport- 
ing high school pupils not exceeding $20 a pupil.“ The Vermont law 
(1906) matched expenditures for transportation or board of high 
school students up to a maximum of $24 a pupil a year. New Jersey 
(1906) allowed $25 a pupil attending school in another district. 
Wisconsin (1906) provided aid for transportation under prescribed 
conditions—a fixed amount per day. By 1922 at least twenty states 
had some special state aid for transportation.” 


PERIOD OF INCREASED SUPPORT 


The decade beginning in 1920 was characterized by an increase in 
the number of states providing aid for transportation and a recognition 
that transportation must be included in the foundation program for 
equalization support. By 1932 over thirty states had state aid for 
transportation. Over half of these states had begun to include trans- 
portation allowances in computing the foundation program for equali- 
zation purposes (Arkansas, Delaware, Florida, Indiana, Louisiana, 
Maryland, Mississippi, North Carolina, Ohio, Oklahoma, Rhode Island, 
South Dakota, Tennessee, Utah, and West Virginia). However, in 
most instances, the amount allowed was discretionary with state 
agencies. In another group of states it was a matching type of specia! 
grant (Connecticut, Maine, Massachusetts, Montana, New Jersey» 
New York, Pennsylvania, and Texas). In a third group it was & flat- 
grant type of special aid (Michigan, Minnesota, Missouri, Vermont, 


34 H, M. Walker, op. cit, pp. 59-60. 
35 Neulen, op. cit., p. 50. ae 
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Washington, and Wisconsin). New Hampshire provided transporta- 
tion in unorganized territories. Wyoming prorated money for trans- 
portation according to the number of bus drivers.” 


METHODS OF APPORTIONMENT 


With the spread of transportation aid and equalization programs at- 
tention became centered upon the methods of apportionment. Match- 
ing grants introduced inequality into the local burden of support for 
the foundation program and brought transportation to only those 
districts able to match the state grants with a reasonable local tax 
effort. The more common per-capita grants for transportation, either 
within the foundation program or for special grants, had about the 
same effect. The method of determining need for transportation was 
too crude and the allowances often were insufficient to provide trans- 
portation without excessive local tax burdens. Before 1930 only Dela- 
ware, Maryland, and North Carolina had approached a solution to the 
transportation problem. Delaware and North Carolina budgeted the 
amount required in their completely state-supported programs. Maty- 
land allowed the full approved cost of transporting elementary pupils 
in its foundation program. However, it still used matching for high- 
school transportation. State compulsory education laws, mandatory 
transportation provisions, regulations as to safety of pupils transported, 
and attempts to secure school consolidation and district reorganization 
could not enforce without an equitable method of apportioning trans- 
portation assistance. 

After 1925 more refined techniques for determining need for trans- 
portation, its costs, and the apportionment of aid became available. 
Burns developed a technique based upon density of population.” 
Johns refined this method by taking into account the percent of total 
pupils transported, allowing for uninhabited areas and areas in which 
pupils walk to school, and improving the methods of computing cost 
allowances. Evans showed that over half the costs of transportation 
were not related to mileage (the sparsity factor). He proposed measur- 
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ing costs in terms of job units—the cost of operating a conveyance 
of a given size over a route of certain length for a specified period of 
time.” Mort developed techniques based upon Evan's findings.” 
Hutchins divided cost factors into two classes: managerial and natural. 
He found that over two-thirds of the costs arose from managerial 
factors, particularly the size, capacity, and purchase price of the bus, 
the utilization of the bus, and the salary of drivers. The most important 
natural factors are density, number of pupils transported, and road 
condition.” Lambert questioned the use of density measures, but his 
criticisms, like the findings of Evans and Hutchins, apply particularly 
to the methods of determining cost allowances.” 

Research has demonstrated that the need for transportation in 
rural areas is an aspect of sparsity of population; in urban areas it 
is associated with the number of physically handicapped children, 
traffic hazards, and plant utilization. The determination of reasonable 
cost allowances has not been solved. Yet, unless the basic state aid 
program includes the full measured cost of state transportation, 
equality of tax burden for support of the foundation program and 
reorganization of districts in rural areas will not be realized. The 
budgetary method used in Delaware, state operation in North Caro- 
lina, approved expenditures in Maryland come nearest to solving 
the cost problem, but they involve centralization. Of course, centraliza- 
tion in transportation is not too serious since it does not affect the edu- 
cational program and since it releases local taxing power for meeting 
educational needs. States that attempt to finance transportation with 
local operational freedom have far to go in allowing for natural and 
managerial factors affecting costs. Existing cost-accounting methods 
generally do not provide the basic data needed. 

Reseatch has had an effect on state policy and practice in trans- 
portation. Florida (1931), Alabama (1935), Ohio (1937), Okla- 
homa (1937), and West Virginia (1939) introduced more refined 
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methods of calculating transportation allowances within the founda- 
tion program. The Alabama, Florida, and Oklahoma plans relied 
heavily upon density of population. The Ohio plan took into account 
both managerial and natural factors such as sparsity. It is based upon 
number of pupils transported, density, condition of roads, pupils per 
vehicle, investment per pupil, trips per bus, percent of capacity used, 
and bus miles per square mile. The West Virginia program involved 
the following factors: number of elementary pupils transported, num- 
ber of secondary pupils transported, length of routes, condition of 
equipment, average size of bus needed, condition of roads, and number 
of schools to which pupils are transported.” In both states, the various 
factors are combined in a formula by the use of weighting. 


CURRENT STATUS 

All except nine states (Arizona, Colorado, Kentucky, Nebraska, 
Nevada, New Hampshire, North Dakota, South Dakota, and Vet- 
mont) provided allowances for transportation in 1948. Eight states 
included transportation allowances in the foundation program, using 
refined, objective indices of transportation need—Alabama, Florida, 
Georgia, Maryland, Ohio, Oklahoma, Tennessee, and West Virginia. 
Delaware and North Carolina budgeted the amount required for 
transportation in their state-supported programs. Another nine states 
included it in the foundation program but used unrefined per-capita 
or matching formulas (Idaho, Kansas, Louisiana, Michigan, Penn- 
sylvania, Utah, and Washington) of discretionary grants (Indiana 
and Mississippi). In the remaining twenty states transportation could 
be classified largely as a special aid. Although most of these are of the 
unrefined per-pupil or matching type, California and Massachusetts 
combined a degree of equalization with matching. Iowa, New Me 
New York, and Virginia had developed more refined formulas. 

In 1949 Indiana and Kansas ‘included crude transportation allow- 
ances in their new foundation programs. Texas used a more refined 
formula in its new program. 


43T, Covert, State Plans for Financing Pupil Transportation 
Education Pamphlet, No. 99, 1946), P- 30. 

4 Ibid., p. 39. . 

Pen School Finance Systems, 1947-48, and Council 


45 National Education Association, 
of State Governments, The Forty-Eight State School Systems, pp- 220-221. 


(U. S. Office of 


318 Financing Public Schools in the United States 


ALLOWANCES FOR CAPITAL OUTLAYS AND DEBT SERVICE 


"The assumption of state control over public school buildings and 
the establishment of state minimum standards forced some states to 
make provisions for buildings, capital outlays, and debt service after 
1900, particularly in districts with insufficient taxable property to 
provide buildings that met state minimum standards without excessive 
local taxation. About 1901 Alabama first provided aid for rural build- 
ings. Delaware (1903) made an annual appropriation for the erec- 
tion of school buildings in Negro districts. North Carolina (1903) 
created a revolving fund for making loans for rural buildings. Vir- 
ginia began providing loans for school buildings in 1906. Louisiana 
(1904) adopted a constitutional amendment permitting the legis- 
lature to issue $1 million in bonds to erect school building: in com- 
munities not able to provide the buildings with their ow: resources- 
South Carolina (1909) provided aid for rural buildings on a match- 
ing basis up to one-fourth the cost. 

It was soon learned that the soundest method of providing satis- 
factory housing for pupils in financially weak districts was through the 
consolidation of districts. Aid for buildings in consolidated schools or 
in consolidated districts was first provided in Rhode Island (1898), 
Minnesota (1911), Oklahoma (1911), Missouri (1913), Wisconsin 
(1913), Alabama (1916), Delaware, Pennsylvania, and Tennessee 
(1919), Maine (1921), New York (1925), and Arkansas (1927). 
These provisions for building aid generally have provided for the 
state paying a percentage of the costs up to specified maxima. Another 
plan was paying so much for each small school closed or so much for 
each new building erected. By 1925 at least a fourth of the states had 
made provisions for aiding some districts with capital outlay.” 

After 1920 a few states began to take bold steps in financing capital 
outlays and debt service. Delaware (1927) assumed almost complete 
responsibility for school buildings and their financing, requiring only 
a small local contribution to the cost. During the same year Arkansas 
included allowances for debt service in its foundation program and 
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Alabama allowed for both capital outlays and debt service for rural 
units.” 


STUDIES OF APPORTIONMENT 


With modern equalization programs that minimize central controls 
or discretionary authority over local operations, research has attempted 
to find objective measures for apportioning aid for capital outlays or 
debt service. Adams proposed a technique based upon the computa- 
tion of depreciation on existing plant, the state equalizing allowances 
over a uniform local tax effort.” Grossnickle’s study was the first at- 
tempt to measure the need for capital outlay in a state foundation 
program. He proposed allocating a fixed percentage of the current ex- 
pense program for capital outlays.” Lindman developed a formula 
for combining matching and equalization in the apportionment of 
building aid. Weller worked out a technique based upon a standard 
unit of housing, measurement of need for the unit from attendance 


. 52 
data, and cost allowances based upon average practice. Bormann 


evaluated nine units for measuring building costs.” Westhagen studied 
the factor of obsolescence in school buildings.” Mort and Strevell 
found that the measurement of need for capital outlays in sparsely 
settled areas must be based upon the same weighted measures used 
for apportioning support for current expenses.” 

Research to date has had little effect upon practice in the financing 
of capital outlays. Indeed, practice often has developed quite inde- 
pendently of research. Delaware (1927) developed techniques for 
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equalizing the cost of a standard building over a two-mill local levy. 
New York (1941) developed techniques for allocating building aid 
on an equalization plan with allowances corrected for changes in the 
prices of labor and materials. Most other states have used crude meth- 
ods of apportionment. 

There are many reasons why techniques for apportioning state funds 
for buildings have not been refined: (1) Existing debt service has 
been created under widely different price levels. Any type of allow- 
ances for capital outlays and debt service under a foundation program 
will ease the resulting inequalities in the local tax burden. However, 
the attainment of any degree of equity among districts would require 
substantial allowances corrected for differences in prices at different 
periods. (2) The debt status of different Operating units varies— 
some are heavily indebted and others are relatively debt-free. To in- 
clude allowances for capital outlays for all districts without provision 
for reserves may give some districts a tax advantage or a current ex- 
pense advantage over other districts. (3) The amount of debt created 
locally often represents differences in managerial prudence and com- 
petence. The determination of the extent to which a state should as- 
sume part of the burden is not easy to make. (4) Debt limits prevent 
many localities from erecting necessary facilities. Capital outlay or 
debt service allowances within the foundation program do not afford 
immediate help to such units. The only way around their difficulty 
is outright grants for the state share of the cost of the new building 
or state assumption of its share of the debt. (5) The determination 
of appropriate cost allowances even under a satisfactory formula is 
difficult. The allowances must be corrected for regional and time varia- 
tions in the costs of materials and labor. 


PRINCIPLES INVOLVED 


Certain principles emerge from past experience with state participa- 
tion in the financing of capital outlays and debt service. (1) Although 
the meeting of building costs traditionally has been left to localities, 
the larger units of government are better able to finance capital under- 
takings. During high prices federal and state tax systems respond 
quickly to the higher levels of income. They can finance capital out- 
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lays out of current revenues where they are absolutely essential (fire 
loss or population growth, for examples) without creating debt on an 
inflated price level. During depressions they are in a better position 
to borrow than local units in order to take advantage of low building 
costs. (2) The state unit should not participate in the financing of 
capital outlays in school districts that should be reorganized. Allow- 
ances for capital outlays and debt service in state programs should be 
limited to satisfactorily organized units. (3) Even for reorganized 
districts, states should allow for the effect of sparsity upon the need 
and cost of buildings. (4) With new construction, states should meet 
their share out of current revenues if possible. If not, the state should 
do its own borrowing to meet its share of the cost. In this way, state 
building aid will purchase more housing and the state will not be using 
up the debt limit placed upon localities. (5) The computation of al- 
lowances for capital outlays or debt service should be based upon 
specifications for a standard unit of housing with corrections for 
changes in the price level over a time span and corrections for com- 
munity differences in costs of similar construction. (6) Localities 
should be free to exceed the allowances at their own expense. 


CURRENT PRACTICE 


In 1947-1948 nineteen states provided some aid for debt service or 
capital outlays: Alabama, Arkansas, California, Connecticut, Dela- 
ware, Florida, Louisiana, Maine, Maryland, Massachusetts, Mississippi, 
Missouri, New York, Ohio, Pennsylvania, Rhode Island, Tennessee, 
Vermont,’ and Washington. The provisions in Lousiana (vocational 
only), Maine, Missouri, Pennsylvania, Rhode Island, and Vermont 
are most inadequate or outmoded. Only about a fourth of the states 
had provisions worth considering. However, Towa, Pennsylvania, West 
Virginia, Virginia, and North Carolina were added to the states with 
building aid in 1950. ; 

Support for capital outlays or debt service is part of the foundation 
program in Alabama, Arkansas, and Florida, Alabama prorates the 
funds available for capital outlays or debt service by classroom units. 
Arkansas allows “normal debt service” based upon percentage of the 
tax levy for debt service and in 1949 provided for capital outlay in 
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weak districts. Florida allows $400 a classroom unit for capital out- 
lay. In spite of their crude measures of need, and sometimes inadequate 
cost allowances, such programs bring about better equalization than 
those which ignore capital outlays and debt service in calculating al- 
lowances. 

The other states handle building allowances as a special aid. Cali- 
fornia apportions its funds as loans with residual aid for poor districts. 
The Connecticut aid for buildings is administered by a public school 
building commission according to a system of priorities as to need, but 
the allowances are inadequate. The present plan of distribution build- 
ing aid in Delaware is based upon matching. Maryland uses a combi- 
nation of loans and matching. The Mississippi building fund also is 
based upon matching with a very low limit per classroom. The New 
York equalization plan has been described previously; aid is inade- 
quate and is limited to reorganized districts. Ohio allows discretionary 
grants for the purchase of new buses and the rehabilitation of school 
plants in low-valuation districts. Massachusetts allows from 20 to 50 
percent of the approved cost, depending upon valuation. Tennessee 
prorates one half its funds for capital outlays among counties equally 
and the other half on the basis of area and population. West Virginia 
prorates money for building by counties and enrollment; Virginia by 
enrollment with some equalization; North Carolina by counties and 
membership. Washington apportions its building aid on an equaliza- 
tion and matching basis paying 75 percent of the approved cost in the 
lowest-valuation districts and 25 percent in the highest-valuation units. 
Priority is given to district reorganization and rapidly growing locali- 
ties in making grants. The money is paid outright, indebtedness being 
created only for the local share. Approval of the costs is vested in the 
State Board of Education and the State Superintendent of Public In- 


struction. Pennsylvania erects buildings and rents them to school 
districts. 


MODERN STATE-SUPPORT PROGRAMS 
About a third of the states in 1947-1948 (about a fourth in 1949) 


stressed completely state-supported equalization programs involving 
the foundation program concept, mote refined techniques of appor 
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tionment, or both. In two states, Delaware and North Carolina, it was 
practically the only policy. In ten others it was the major policy: Geor- 
gia, Indiana, Maine, Missouri, Montana, Nevada, Oregon, South Caro- 
lina, Washington, and Wisconsin. Considering the level of foundation 
program provided through their fixed per-capita grants, Arizona, Cali- 
fornia, and Connecticut probably should be included in this group of 
states. It is an important part of the policy in Pennsylvania and West 
Virginia. 

There seems to be a tendency for states to shift from this type of 
program to one combining central and local support. In 1949 Indiana, 
Montana, and Wisconsin made this shift. Florida and Oklahoma re- 
cently made the change. Florida used the classroom unit as almost the 
sole basis of apportionment from 1931 to 1947. Until 1935 this was 
used to distribute variable grants-in-aid. In 1935 the minimum guar- 
antee was fixed at $800 per unit. It was raised to $995 in 1945. Okla- 
homa from 1935 to 1941 used the classroom unit and a state minimum 
salary as a large part of its apportionment. The amount originally pro- 
vided varied from $50 a month to $85 a month depending upon ptep- 
aration with an allowance of $5 a month for experience up to pre- 
sctibed maxima. Until 1949 Indiana paid 80 percent of the cost of a 
state minimum salary schedule in all units, Montana and Wisconsin 
had the Cubberley type of program with some refinement in the 
methods of apportionment. 


THE DELAWARE PLAN 


Delaware in 1919 substituted the county for the school district as 
the unit of government for schools. Two years later it abolished the 
county unit and replaced it with a state unit, The only other units re- 
maining are the city of Wilmington and in about fifteen special dis- 
tricts which include the larger population centers in the state. The 
City of Wilmington is autonomous. The special districts are subject 
to limited state administration and supervisory control. The State 
Board through the State Education Department administers and super- 


vises schools in the state unit The gion Nungo the special 
dance districts within the state unit 


districts, and the component atten 
They each have a board of trustees, 


have retained their taxing powers. 
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The State Board of Education presents a biennial budget to the Legis- 
lature for the current operating expenditures of all the schools in the 
state. The amount appropriated is the state support for the biennium. 
It has averaged over 90 percent of the amount spent for schools in — 
the state in recent years. 

The method of budgeting and allocating state money to the state 
unit and the other operating units has been changed many times since 
1921. The method used until 1949 may be summarized as follows: 
Using a state minimum salary schedule and a prescribed form, each 
operating unit and attendance district prepared an estimate of its fi- 
nancial needs by September 15th with the assistance of the State Edu- 
cation Department. This budget contained amounts for each operating 
or attendance unit for each budgetary classification, including admin- 
istrative control, instructional salaries, supplies and other costs of in- 
struction, operation of plant, maintenance, auxiliary and codrdinate 
activities, and capital outlays. All budgets had to be approved by the 
State Superintendent of Schools before they were submitted to the 
State Budget Commission, which held hearings at which local districts 
could appear. After acceptance or revision by the Commission the 
total budget for all units was submitted to the Legislature by the 
Governor. In 1949 the state used a salary schedule ranging from 
$2000 to $4600 plus an allowance of $525 a teacher unit. Hereafter 
the above allowance will be established annually by the State Budget 
Commission. Final appropriations are made by the Legislature. The 
state budget provides all but a small part of the state support for 
schools. There have been special appropriations for salary increases 
and aid for school buildings. At present, the state matches funds raised 
locally for school building construction. In 1949 there were special 
appropriations for delayed repairs, textbooks, and supplies. 

The Delaware plan not only shifts the burden of support to the 
state, but it has shifted a large part of the control. Since 1941 the 
source of central control has been shifted from the State Education 
Department to the Permanent Budget Commission. Yet the state has 
not attained the full advantages of centralization—transportation has 
been handled by contract; operation and maintenance and personnel 
employment are handled locally. Only in the area of supervisory and 
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specialized services has the state secured the economies inherent in 
central operation. The State Treasurer is the treasurer of all districts. 
The decentralized structùre has been retained within the state unit. 
Although most attendance districts have not taxed themselves to ex- 
ceed the state program, the power to exercise local initiative remains, 
but is restricted by state budgetary review. 


NORTH CAROLINA 


In 1931 North Carolina abandoned the policy of equalization com- 
bining state and local support and provided for the complete state sup- 
port of the expenses of general control, instruction, operation of plant, 
and auxiliary services for a six-month school term. Additional aid was 
provided to help finance extended school terms. In 1933 the state be- 
gan to support the same expenditures for an eight-month term, aban- 
doning the aid for extended terms. All local taxes levied for extending 
the term were abolished. A State School Commission, independent 
of the State Board, was created to establish standards of support and 
to control expenditures. Only certain districts (counties and certain 
cities) were authorized to vote special levies for schools. In 1943 the 
state program was extended to nine months. ! 

In many ways, the North Carolina program is similar to the one in 
Delaware. Local units, using a state minimum salary schedule (up to 
$3100 in 1949) and state standards and forms, prepare budgets which 


are submitted to the State Board of Education for approval. As indi- 


cated above, the budgets include general control, instructional service, 
s, including transportation. 


operation of plant, and auxiliary agencie 


State appropriations are allocated to operating units on the basis of 
budgetary allotments allowed by the State Board. The Board has wide 
It can utilize existing plant regardless 


discretion in allocating money. i l 
of county or district lines, assign pupils, close schools, designate high 
tion routes. It provides the 


schools, and establish or change transporta 
textbooks used. To obtain funds, local units draw vouchers on the 
State Treasury to the extent of their approved budgetary allowances. 

Like Delaware, North Carolina has moved far toward centraliza- 
tion, both in support and control. The only operations taken over di- 
rectly by the state, however, are transportation, purchasing, and treas- 
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ury. It uses centralized purchasing for buses, fuel, transportation sup- 
plies, janitors’ supplies, instructional supplies, textbooks, and other 
materials purchased with state funds. State funds are administered and 
paid out directly by state officers. So the state has secured many of the 
advantages of centralization. Although it has not eliminated local gov- 
ernment for schools, it has restricted that government. Local authori- 
ties must not only submit budgets for the state program for state ap- 
proval, but they also must submit for approval budgets for money 
raised locally. Thus, local operation is always subject to veto. Fortu- 
nately, since 1943 dual state control has been eliminated with the 
abolishment of the State School Commission, a body independent of 
the State Board of Education. Local units are required to raise funds 
locally for maintenance, debt service, capital outlays, and certain other 
expenses not allowed in the state budget. Local units may now employ 
more teachers than are allotted under the approved budget for a nine- 
month term, pay higher salaries, and otherwise exceed the state pro- 
gram, but they are restricted by budgetary approval and were limited 
in taxing power until 1949. 


OTHER PROGRAMS 


The remaining state-supported programs do. not imply as high a 
degree of state control or Operation. Budgeting is a local function. 
State support usually is provided on other bases too. 

(1) California. Since 1905 California has supported a relatively 
high level of equalization with state funds alone. In 1905 the state 
guaranteed $250 a teacher, allowing one teacher for each 70 census 
pupils. From 1905 to 1947 the major apportionment in the state was 
made upon classroom units. From 1921 to 1933 the state provided 
$700 a classroom unit. After the state assumed the county share in 
1933, the amount was increased to $1400. In 1945 it was increased to 
$1570. In 1947 a flat grant of $90 a pupil in average daily attendance 
(about $3150 on the old teacher unit basis) plus certain school al- 
lowances was adopted. 

(2) Washington. Since 1909 the state has supported a relatively 
high level in all districts through allowances for each day of weighted 
attendance. Since 1945 it has allowed a fixed sum for each teacher 


State-Supported Equalization Programs 327 


employed—now about $1650 per certificated employee plus 35 cents 
per day of weighted attendance. The attendance includes actual at- 
tendance in elementary and junior-senior high school plus one-fifth of 
the junior-high-school attendance, two-fifths of the high-school attend- 
ance, one-fifth times each hour of vocational class attendance, three 
times the attendance in parental schools where food and lodging is pro- 
vided, two times the attendance in thirteenth and fourteenth years of 
high schools, 3000 days of attendance for each special service such as 
remedial instruction, guidance, health, and other special services, one- 
fifth day of attendance for each hour of actual attendance in night 
schools, part-time schools, and adult-education classes, and one-half 
day’s attendance for each two hours of kindergarten instruction. This 
is probably the most comprehensive state-supported program in the 
United States today. Although the weighting provides little correction 
for sparsity, the teacher grants provide substantial correction for this 
factor. This is supplemented by an equalization program combining 
state and local support. 

(3) Others. The remaining state-supported programs fall into five 
classes. (a) Arizona and Connecticut have relatively large per-pupil 
allowances with some correction for cost differences atising from pop- 
ulation sparsity. (b) Georgia and Indiana (until 1949) supported 
state minimum salaries, Georgia paying the full cost for the number 
of teacher units allowed and Indiana 80 percent of it. (c) Maine, 
Missouri, Montana (until 1949), Nevada, Oregon, and Wisconsin 
(until 1949) combined teacher unit allowances with per-capita grants 
(the Cubberley type). (d) South Carolina supported state minimum 
salary schedule with some small allowances for other current expenses. 


(e) Pennsylvania and West Virginia used this type of program as a 
qualization programs. However, it 


minimum guarantee under their € 
o states. 


was not necessarily the dominant policy in these tw 


APPRAISAL OF THE POLICY—A SUMMARY 


Completely state-supported equalization programs first appeared 


about a century ago. They attempted to provide a minimum amount 
of support for each one-teacher district, school, or teacher. Over half 
the states have had the policy, but the trend has been toward equaliza- 
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tion programs combining local and state support. With the emergence 
of the foundation program concept and more refined methods of ap- 
portionment for current expenses (including transportation) and cap- 
ital expenditures, the completely state-supported program has great 
potentialities. Unfortunately, most such programs have been inade- 
quate and they have been accompanied by centralizing tendencies and 
restrictions upon local initiative which have been undesirable. 

The foundation program is more than a device for distributing state 
funds. In effect, it determines the minimum level of schooling avail- 
able to all the children. The inclusion of new elements in the founda- 
tion program before adequate allowances are made for the support of 
a basic school program is of questionable value. Insofar as possible the 
foundation program should be defined in terms of elements generally 
accepted by local action. To define it in terms of unit costs rather than 
budgets or state salary schedules and specific cost allowances, promotes 
local initiative and flexibility. Adequacy is the test to be applied to a 
foundation program. 

The apportionment of funds for equalization purposes requires the 
use of weighted attendance measures which will allow for extra costs 
arising from sparsity such as lower pupil-teacher ratios or transporta- 
tion, or from program differences, e.g., as between adult education and 
elementary education. The techniques of measuring need for transpor- 
tion allowances and capital outlay allowances have been greatly im- 
ptoved, but practice has lagged behind research. 

Over a third of the states had a completely state-supported founda- 
tion program as the dominant fiscal policy for schools in 1947-1948. 
The programs in North Dakota and Rhode Island were crude and did 
Not attain much equalization. Their limitations have been summarized. 
The programs in Maine, Missouri, Montana, Nevada, Oregon, and 
Wisconsin were more refined but they, too, were outmoded. The two 
main questions to be asked about the other nine are (1) the adequacy 


of the level of Support provided and (2) their effect upon local initia- 
tive or adaptability. 


POTENTIAL VALUE FOR LOCAL INITIATIVE 


A completely state-supported equalization program theoretically re- 
leases all local taxing power for local adaptations, adjustments, Of 
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other budgetary requirements arising from local self-government. Ac- 
tually, no state has a completely state-supported program. All of them 
omitted capital outlays or handled them as a special aid and most of 
them omitted other expenses inherent in meeting state requirements; 
“so only part of local taxing power is released to meet local needs. 
Furthermore, many of the states having had such programs have been 
forced into them by restrictions on local taxing power, particularly 
Indiana, North Carolina, and Washington. Some have restricted local 
initiative as they moved toward greater central support, especially 
Delaware and North Carolina. Generally, states with such programs 
find a slackening in local interest in school budgetary problems; but 
some of these states e.g., Delaware and North Carolina, are now taking 
steps to increase local interest and to remove restrictions on local ac- 
tion. 

There is no reason why a completely state-supported equalization 
program should mean less local self-government than a program com- 
bining state and local support. Any equalization program virtually be- 
comes almost complete state support in fiscally weak districts. Such 
districts cannot maintain an adequate educational program with their 
own resources. The difficulty probably is psychological. Central agents 
conceive the whole problem as one of state concern. Local agents find 
it easier to take their problems to state functionaries than to build up 
local understanding and support. All parties confuse state support for 
a foundation program with state support to promote new undertakings 
not yet accepted by the citizens in the local operating unit. Where the 
state makes a minimum of financial demands upon the local unit, the 
Opportunity for securing progress locally should be enhanced. 
plete central support of a state-wide basic pro- 
gtam requires restraint by central agents and greater attention to local 


government by local management. There is a danger that all effort to 


bring about improvement will be centered on the state level and the 
be overlooked. Central agents 


inherent advantages of localism will 
should look on the policy as a means of releasing the potential of 
localities and not use it to place restraints and restrictions upon local 
Operation. Local agents can legitimately try to get the state to assume 
full financial responsibility for all outlays inherent in state laws and 
tegulations. In order to secure taxing leeway under local tax limita- 


The policy of com 
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tions, they must have substantial state support of a basic program. 
However, they should look to their own supporting unit for money to 
go beyond state requirements, to finance new undertakings, and to 
introduce innovations. Every possible means must be employed to 
create and maintain local interest and concern with the total school 
budget. Central support is not a substitute for local taxation. The cit- 
izens in every locality pay state taxes. They should be just as concerned 
about the school program and returns for money spent when they pay 
taxes to the state for the support of schools as when they pay them 
locally. 


ADEQUACY 


The real limitation of a centrally supported equalization program 
is the heavy financial demands it makes upon the state unit. Where a 
State attempts to finance a basic program in all districts without using 
any local taxation for this purpose, it tends to equalize at « lower level 
of support than it would otherwise. 

The adequacy of completely state-supported programs under present 
economic conditions may be judged by two standards. (1) Without 
raising the question of inadequacy of returns for money spent at the 
average, they might be compared with the national average expendi- 
ture per weighted pupil, now a little over $100. By this standard only 
Delaware and Washington state-supported programs stood out. Ati- 
zona, California, Connecticut, and Indiana were approaching this level 
of state support; the rest were far below it. (2) If an expenditure 
level of $200 a weighted pupil is accepted as the minimum amount 
required under Present price levels to assure staffing with qualified 
teachers and the attainment of a reasonable degree of educational 
success,” then the only one that is close to this level is Delaware. The 
Washington program, however, combining 35 cents per day of 
weighted attendance with about $1650 per certificated employee, is 
better than most equalization programs, even those combining state 
and local support. 

California and Washington, moreover, are attaining a relatively 
high degree of adequacy through supplemental equalization programs 

58 See National Education Association, Still Unfinished (1948), pp. 7-8. 
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combining central and local support as shown in the next chapter. Or- 
egon is moving toward adequacy through its supplemental equaliza- 
tion. The other states cannot afford to sacrifice adequacy to the com- 
plete state support of an inadequate program. 


ADAPTABILITY 


Another pragmatic test of total arrangements for school support is 
the presence of well-supported school systems that serve as a stimulus 
for improvement in the state. Judged by this standard, Arizona, Geor- 
gia, North Carolina, North Dakota, and South Carolina ranked very 
low. In these states the generally low level of economic ability may 
make this condition inevitable without substantial federal support. Al- 
though they had no well-supported school systems, Delaware, Indiana, 
Maine, Montana, Oregon, Rhode Island, Washington, and Wisconsin 
at least had units that were approaching adequacy. California, Con- 
necticut, Missouri, and Nevada have some well-supported schools.” 


READINGS 
Covert (32); Council of State Governments (188), chs. VI-VIII; Cub- 
berley (38); Grace and Moe (73), Part Il, chs. IV-V; Harry (79); Mor- 
rison (107), ch. X; Mort (109), chs. I and IV; Mort (111), ch. III; 
Mort and Burke (113); Mort and Lawler (116); Mort and Reusser 
(118), ch. VII; Schmidt (155); Strayer and Haig (167); and Swift 
(171), chs. XIIS XIV: 


51 Ibid., pp. 9 f. 
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Equalization Programs Combining 


Central and Local Support 
SO i ela e S O 


Every state, with the possible exception of Delaware, at some period 
in its development of fiscal policy for schools has had an equalization 
program using a combination of state and local support. Until 1920 
none of these, except the one in North Carolina, was fiscally impor- 
tant. The earliest programs were designed to assist weak districts in 
maintaining a minimum term. Out of these emerged the concept of 
varying aid according to the fiscal strength of local units, but the aid 
was still regarded as supplemental assistance for a long time. Al- 
though many states still have weak district aid, the trend has been 
toward the support of a state basic or foundation program with a rea- 
sonable, uniform local tax effort, the state generally supplementing the 
yield of a uniform local tax effort in order to finance the state program. 
The number of states making this policy the basis of their school f- 
nance programs continues to increase, Such equalization programs now 
(1950) represent the dominant fiscal policy in nearly half of the 
states. All states except Arizona, Connecticut, Delaware, North Caro- 
lina, and South Carolina, now have policies that incorporate certain 
features of this type of equalization, but most plans generally are sup- 
plemental to other policies, ` 

Modern equalization programs combining state and local support 
involve (1) a high degree of state responsibility for education, pat- 
ticularly for the financing of state mandates; (2) state concern over 
inequalities in the burden of local taxation resulting from state action; 
(3) an attempt to finance a state foundation program with a uniform 


local tax effort; and (4) efforts to keep the local tax rate for this pur 
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pose as low as possible in order to free the local tax base for local 
initiative or adaptability. Like completely state-supported equaliza- 
tion plans, the policy requires definition of the state basic program to 
be supported and the use of refined methods of apportionment.’ They 
also necessitate the determination of local fiscal capacity and/or the 
local rate of taxation for the support of the basic program, and the 
division of support between central and local government. Because 
equalization formulas of this type may involve both apportionment 
according to fiscal need and distribution according to wealth, appraisal 
must take account of this fact. A formula involving a relatively low 
foundation program and a relatively low local tax contribution to its 
cost is generally weighted in favor of distributing state-collected taxes 
to local units in proportion to their taxpaying ability. On the other 
hand, a formula involving a relatively high local tax contribution to 
the cost of the foundation program is generally weighted in favor of 
distribution of state support in proportion to lack of fiscal ability 
telative to need. 


EVOLUTION OF WEAK DISTRICT AID 


Present equalization programs for schools combining state and local 
support had their origins in the “weak district concept of aid.” Mas- 
sachusetts inaugurated the policy when in 1874 it discontinued its 
grants for towns and cities with over $10,000,000 assessed valuation; 
in 1891 this was reduced to $3,000,000; and in 1905 to $2,500,000. 
Three other states had made provisions for aiding weak districts be- 
fore 1900. New Jersey (1881) reserved 10 percent of its state school 
property tax for equalization, but the money was simply turned over 
to the poor counties for division among school districts (the state it- 
self did not assume responsibility for aiding weak districts until 1922 j 
Two other states gave their state education departments discretionary 
power to aid weak units. Vermont in 1894 created a $15,000 equaliza- 
tion fund to be used to reduce local property tax rates in units with 
excessively high rates. Five years later New Hampshire appropriated 
$18,750 to assist units with less than $3000 of valuation per child. 


1 See ch, XII for a discussion of these. 
2E. P, Cubberley, State School Funds á 
203-208. 


nd Their Apportionment (1905), pp- 
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EARLY REFINEMENTS 


Soon after 1900 new techniques were introduced in North Caro- 
lina, Connecticut, New York, Indiana, and Massachusetts which took 
into consideration the wealth of the local unit in apportioning this 
type of aid. North Carolina ( 1901) provided an annual appropriation 
of $100,000 to maintain a four-month term. The law introduced the 
concept of making up budgetary deficits in aiding weak districts. The 
county superintendent was required to submit the budgetary require- 
ments and revenues available from all sources to the State Board of 
Education. A district had to levy the maximum tax rate to qualify for 
aid. Teachers were allotted according to a formula and the amount of 
salary paid and other expenses were subject to regulation. Wide dis- 
cretion was left with the state agency in apportioning aid. In 1913 the 
size of the fund was increased to $375,000 to aid such districts in 
maintaining a six-month term.’ Indiana (1905) adopted a similar 
plan. 

Connecticut in 1903 established a policy that has become the basis 
of modern equalization programs. The state defined a minimum 
amount of support per unit to be provided and supplemented the 
yield of a uniform local tax to provide that amount. The state guaran- 
teed an expenditure of $25 a pupil in average daily attendance. If a 
tax of $4.00 a thousand would not raise this amount, the state apport 
tioned the deficit. The original law applied only to towns with less 
than $500,000 assessed valuation. In 1907 the limit was raised to $1,- 
000,000 and in 1909 to $1,750,000. The plan remained in effect un- 
til 1910. After that, the state abandoned the effort to provide a uni- 
form level of support with a uniform local tax effort. From 1910 to 
1917 the tax rate required varied from $3.00 a thousand in towns 
with less than $500,000 valuation to $6.00 in towns with $1,250,000 
to $1,750,000. From 1917 until 1945 the state followed a plan sim- 
ilar to that of Massachusetts described above. In 1919, however, it 
made provision for giving supplemental aid to towns which were not 


Aoil to comply with state requirements with a $6.00 local tax rate. 
F. W. Morrison, Equalization of the Financial Burden of Education Among 
Gine in North Carolina (1925), p. 10 ff. 
Helen M. Walker, The Development Educa: 
meen o ee ae ee ent of State Support and Control of 
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The techniques developed in New York and Massachusetts pro- 
vided grants which increased in amount as assessed valuation de- 
creased. New York (1902) developed a method of apportionment 
similar to that later adopted in Massachusetts. Where the valuation of 
a district was below $40,000 a district quota of $150 was provided; 
where the valuation exceeded $40,000 the quota was $125. This tech- 
nique was further refined in 1909 when the quota for districts with 
less than $20,000 valuation was fixed at $200; those with $20,000 to 
$40,000 at $175; those with $40,000 to $60,000 at $150; and all 
others at $125. In 1920 provision was made for increasing a teacher 
quota of $200 by $2.00 for each $1000 that the valuation of a one- 
teacher district was less than $100,000.’ 

Massachusetts (1905) made aid inversely propottional to wealth. 
Where the assessed valuation ranged from $2,000,000 to $2,500,000 
the town grant was $75; $1,000,000 to $2,000,000, $150; $500,- 
000 to $1,000,000, $300; and below $500,000, the grant was $500 
plus an additional $75 where the tax rate was $18 a thousand. To 
qualify for the grants, towns had to maintain an eight-month term, 
enforce compulsory education laws, and raise a town tax of not less 
than $3.00 a census pupil.“ 


EFFECTS OF MINIMUM SALARY LAWS 


The enactment of minimum salary laws for teachers hastened the 


development of special aid to poor school districts. States had been at- 
ms, but the fi- 


tempting for over a century to establish minimum ter 
nancial demands of these requirements were not too heavy until states 
became concerned with teacher certification toward the close of the 
nineteenth century. States found it impossible to enforce minimum 
qualifications for teachers unless the salaries paid by local school dis- 
tricts were high enough to encourage 4 sufficient number of persons 
to meet the state requirements. West Virginia in 1882 passed the first 
such law, making the minimum $25 a month for teachers with the 
highest grade certificate, $20 for the next highest; and $18 for the 

5A. J. Burke, A Century and a Half of Financing Locally Operated Functions 


of Government in New York State (1947), p. 29- 
® Cubberley, op. cit., pp. 210-212. 
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lowest type of certificate.’ After the passage of the Indiana minimum 
salary law in 1901 an increasing number of states enacted similar 
laws. Before 1920 at least twenty states had minimum salary provi- 
sions. Generally these were followed by “weak district” aid schemes, 
although some states such as North Dakota employed crude state- 
supported equalization plans. 

State minimum salary legislation combined with requirements as 
to minimum term and compulsory education had an immediate impact 
upon the local tax burden for school support, especially in the fiscally 
weak units. The immediate effect of such laws in poor districts was a 
reduction in term. States were forced to assist such districts to maintain 
the minimum term. In 1903 Indiana raised its minimum salary, which 
depended upon scholarship, examination grades, and experience. The 
effect of the law in the poor districts was a reduction in term. Two 
years later it provided aid for weak districts which could not operate 
on the maximum tax rate permitted. West Virginia (1908) adopted a 
similar law. Pennsylvania (1903-1911), Maryland (1904-1922), 
Ohio (1906-1908), Missouri and Rhode Island (1909), Utah 
(1905-1909), Colorado (1913), and Wisconsin (1917-1919) 
adopted minimum salary laws followed by weak district aid schemes.” 

North Carolina’s policy during this period was unusual in two 
respects. It developed aid for weak districts before passing its minimum 
salary law. It not only set minima of $35 a month for elementary 
teachers and $40 for secondary teachers holding state certificates in 
1907, but it also established a maximum salary that could be paid 
teachers with low grade certificates." Four years later it expanded its 
program for aiding districts maintain the minimum term. 

The significant characteristic of many of the weak districts aid plans 
evolving out of minimum salary laws was their predictability, ob- 
jectivity, and concern for the local tax burden. Like the early law in 


TR. W. Sies, “Legal Regulation of Minimu; i ” Edut 
i f "i m Salaries for Teachers.” Educ 
tional Review XXXV (January, 1908), pp- 10-21. 


8P, R. Spencer, A State Minimum Teachers’ Sal, 2 . 6-7, 
and data on states omitted in his study. e oao 
° National Education Association, Proceedings (1906), pp. 137 ff. 


a Spencer, op, cit, pp. 11 ff, and data from other states not included in his 
si y. 


1 Sies, op. cit. 
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Connecticut, the amount of support to be provided frequently was 
stated definitely, as was the local tax effort required. A district could 
determine its opportionment in advance if the state appropriation or 
fund was sufficient. Unfortunately, many of the plans were financed 
by lump-sum appropriations, earmarked tax sources, reserves or other 
means which sometimes required prorata reductions in apportionments. 
Of course, there were exceptions, such as Indiana, North Carolina, and 
West Virginia, where wide discretion was left with state authorities in 
apportionment. Such states were adhering to the equalization concept 
as defined by Cubberley. 

The early laws designed to help local units finance state minimum 
salaries for the minimum term had a profound effect upon later fiscal 
policies in certain states. This type of equalization program became the 
dominant fiscal policy of Ohio from 1921 until 1931. It became the 
dominant policy in North Carolina from 1913 to 1931, when the state 
shifted over to a completely state-supported foundation program (also 
based upon a state minimum salary schedule). It has been the major 
policy of Pennsylvania since 1923. Present policies in Indiana, Rhode 
Island, and West Virginia have their roots in the programs described 
here. 


CUBBERLEY S INFLUENCE 


The trend toward weak district aid prior to 1925 can be traced in 
part to Cubberley’s thinking and its acceptance by his contemporaries 
as reflected in surveys and writings on school finance during the next 
decade or two. He believed that teacher grants combined with per- 


capita distribution would eliminate fiscal difficulties in all but a small 


percentage of districts. He proposed the creation of a small reserve or 
chool monies) to be dis- 


small fund (5 to 10 percent of total state s 

tributed at the discretion of a state agency to districts which could not 
Meet state requirements after levying the maximum tax rate. He pro- 
posed that such discretionary grants be allowed only upon formal ap- 


plication of the operating unit and that they be considered temporary. 


Cubberley was not very concerned over equalization of local tax 
ualization of educational 


burdens; his emphasis was placed upon eq : ? 
Opportunities through teacher grants and the stimulation of local 
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taxation. His concept of weak district aid applied to those districts 
that were forced to levy the maximum rate and still did not have 
enough funds from state and local sources to maintain state minima,” 

Programs having certain of the features recommended by Cubber- 
ley already were in existence in four states at the time that he made 
his study, namely, New Hampshire, New Jersey, North Carolina, and 
Vermont. All of these allowed discretion to state agents in making 
apportionments. All of them except North Carolina involved very 
small appropriations or reserves. Although the maximum tax rate 
requirement had appeared only in North Carolina, after 1905 it be- 
came very common. The Indiana law of 1905, the Nebraska law of 
1907, the West Virginia law of 1908, all were based upon the local 
unit levying the maximum rate. The laws in Maine, Rhode Island, 
and South Carolina (1909) involved very small appropriations plus 
central discretion. Tennessee (1909) put aside a 10 percent reserve 
to aid counties levying taxes at specified rates. The belief that equaliza- 
tion could be accomplished with very small funds persisted for nearly 
two decades after Cubberley’s study was published. Idaho and Kan- 
sas (1911), Mississippi and New Mexico (1912), Minnesota and 
Texas (1915), Nevada (1917), Alabama, Connecticut, and Okla- 
homa (1919) all adopted small relief funds. All of the foregoing 
except Minnesota allowed discretion to state agents. Michigan (1921), 
Maryland (1922), and Illinois (1923) all adopted small fund 
methods of aiding weak districts, but the amounts allowed were 


definitely stated in the law. The Michigan law was limited to one- 
teacher districts. 


PREVALENCE 


By 1925 over two-thirds of the states had introduced weak district 
aid plans into their state school finance systems. Although the con- 
cept of equalization had advanced beyond this stage by that date, most 
of the remaining states later adopted weak district plans or laws having 
certain features of this type of aid. Laws adopted in Arkansas, Cali- 
fornia, Florida, and Montana in 1927 were of the weak district type- 
The same is true of the laws adopted in Louisiana (1930), North 

12 Cubberley, op. cit., pp. 250-253. 
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Dakota and South Dakota (1933), Virginia (1934), Wyoming 
(1935), Washington (1937), Kentucky (1941), and New Mexico 
(1949). The recent laws of Iowa and Oregon are based upon rela- 
tively high local tax rates. Thus it may be said that every state with 
the possible exceptions of Arizona, California, Delaware, and Georgia 
have at some time had small fund, weak district aid for schools. Ari- 
zona and California (1927) apparently applied it on the county level 
only. 


CONTRIBUTIONS AND LIMITATIONS 


The attempts to assist weak districts in maintaining a minimum 
program for a minimum term contributed a great deal to fiscal knowl- 
edge and techniques. (1) The effects of mandatory legislation in a 
decentralized structure were discovered and state educational require- 
ments and financial provisions became better integrated, but each 
generation seems to have had to learn for itself. The same mistakes 
have been repeated many times in some states like New York, but 
some states have learned from the experiences of others. (2) It was 
learned that even a very low level of educational opportunity cannot 
be attained everywhere in a decentralization structure unless a level 
of support is guaranteed in all units through state aid that would make 
this possible. (3) Beginning with the laws of New York and Con- 
necticut, states began to define objectively the amount of support to 
be made available from state and local sources. Such grants were pre- 
dictable in advance and enhanced local financial planning. Central 
controls inherent in the discretionary plans were minimized. (4) 
Various methods for defining the minimum program were devised— 
budgetary allowances, salary allowances, and unit cost allowances 1n 
states like North Carolina, Ohio, and Connecticut. (5) States became 


concerned over inequalities in local tax burdens resulting from state 


action to secure equality of educational opportunity, as in New York 


and Massachusetts. (6) Techniques for varying aid according to 
wealth were worked out. (7) The concept of state support to supple- 
ment the yield of a uniform local tax to produce a fixed amount of 
money evolved out of the experience of states like Connecticut and 
Ohio. (8) Techniques of apportionment involving some weighting 
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for sparsity effects upon costs evolved in states like North Carolina. 

Most of the weak district aid plans were subject to one or more very 
serious limitations. (1) Most of them involved very small appropria- 
tions, funds, or reserves. Even where objective formulae were in use, 
the amount of funds appropriated or available were not determined by 
these and the aid sometimes had to be prorated. Unpredictable aids 
disrupt local planning, control, and management. (2) Many of the 
laws required districts to levy the maximum tax rate allowed before 
they were eligible for assistance. This meant that the state took all 
local taxes for the support of the minimum offering. There was no 
freedom for local control and initiative. (3) Often the plans were 
discretionary with state agencies, both as to what districts were eligible 
for assistance and how much assistance they were to get. This sub- 
stituted state control for local control while retaining a decentralized 
structure and local operation. The policy had the disadvantages of 
both centralization and decentralization. (4) Some of the plans in- 
volved budgetary approval which made all acts of local units subject 
to veto and destroyed home rule. (5) Most of the programs did little 
to equalize local tax burdens for the support of state requirements. 
States through stimulation grants and mandates were usurping a large 
part of the local taxing power and thereby restricting the power of 
local self-government. (6) Where maximum rates were not prescribed, 
the local tax rate for participation generally was relatively high. (7) 
‘The programs generally were associated with centralization of author- 
ity—the enforcement of state minimum requirements or standards. 
They often were remedial devices growing out of the attempt to secure 
equalization of educational Opportunity through mandate. (8) States 
had elastic standards, the standards as to term, teacher qualifications, 
and even salaries being lowest for the weak districts. The aid plans 
usually were conceived in terms of attaining compliance with the low- 
est standards. (9) The plans frequently were limited to elementary 
schools, rural schools, or one-teacher districts. 


EQUALIZATION PROGRAMS EMERGE 


Many trends and forces were converging to strain existing arrange 
ments for school support after 1920, The demands for military and 


Combining Central and Local Support 341 


industrial manpower during the war directed public attention to the 
educational deficiencies arising from inadequate provisions for school- 
ing in the poorer communities and states. The drastic change in mone- 
tary values made existing state-suppott provisions obsolete and placed 
a heavy burden on the local property tax base. The shortage of teach- 
ers meeting any kind of qualifications was so serious that states had to 
take positive action to prevent further deterioration in the quality of 
schooling. The rapid industrialization of the country during the war 
years released thousands of youth from productive work. The second- 
ary school became a common school as the compulsory education age 
was raised. Units of government established to provide a rudimentary 
elementary education for a few months a year were not able to sup- 
port a twelve-year program. States had pursued the stimulation policy 
to its economic limits, considering the burden placed upon the prop- 
erty tax by other governmental units. Many communities were unable 
to adjust to the new price level because of school property tax limits, 
the amount of local property tax support required to meet state re- 
quirements, the high tax rates already in effect, or the sluggishness of 
property tax institutions in adjusting to changed monetary values. Con- 
fronted with a crisis, states attempted again to eliminate it through 
mandates. The resulting heavy financial demands placed upon local 
school government called attention to the wide differences in fiscal 
capacity, tax burdens, and service levels under extreme decentraliza- 
tion. Industrial growth tended to add to the concentration of property 
values in key centers. New forms of taxation were being developed to 
reach modern economic resources but their successful administration 
tequired large units of government. Finally, school finance was be- 
coming a subject of serious inquiry by universities and other research 
agencies. Out of this research emerged new concepts and techniques 
for financing public education. 


CHANGED EMPHASIS ON EQUALIZATION 

brought about a changed emphasis 
upon equalization. Whereas up until 1920 the weak district type of 
aid was regarded as supplementary to other fiscal policies except in 
North Carolina, soon after that date states began to shift to a policy 


The foregoing developments 
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placing the stress on equalization. By 1925-1926 four states were ap- 
portioning over 50 percent of their state schoo! money on an equaliza- 
tion plan—South Carolina (88.3), North Carolina (78), Ohio (75), 
and New Hampshire (54) ay 

North Carolina was the first state to change its emphasis in state 
fiscal policy. In 1913 it appropriated only $250,000 for per-capita ap- 
portionment, but allowed $375,000 for aid under its weak district 
type of equalization law. By an act passed in 1919, the maximum tax 
rate was set at $3.50 a thousand, the state providing the difference. The 
money was to be used only to pay teachers’ salaries and the number of 
teachers allowed was determined by standards established by the State 
Education Department. The Department had administrative control of 
the amount to be allowed for each teacher unit. Counties had to main- 
tain a six-month term. In 1920 a state minimum salary schedule was 
adopted and the maximum rate was set at $3.00 a thousand. The 
schedule varied according to the certificate and experience of the 
teacher—the aid being calculated upon the average cost of the sched- 
ule in a county." This plan remained in effect with certain minor 
changes until 1931. 

South Carolina after 1920 began to follow the lead of North Caro- 
lina, The appropriation that year was increased 60 percent with all of 
the increase placed in an equalization fund. As the program evolved, a 
salary schedule was established as in North Carolina and the number 
of teachers allowed was regulated in a similar manner. After the 
county levied the constitutional tax rate of $3.00 a thousand plus an 
additional district tax of $4.00 a thousand, the state paid any additional 
amount to pay teachers according to this schedule for six months. 
Counties were required to support an additional month on their own.” 
Although the basic program was increased and the required tax was 
later reduced to $3.00, this type of equalization support remained i 
effect until recently. 


Ohio after 1921 abandoned its policy of per-capita apportionments. 


13 ; AIAT, ; ; ; 
ER EA el and State Policy in Public School Finance in the U' nited 
F. W. Morrison, Equalization of th Fi 7 jon Among 
Counties in North Carolina (1925), « 13 eo naan 
15 Swift, op. cit., p. 285. $ 
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The compulsory state property tax for schools of $2.65 a thousand was 
retained by the counties for school support. The state continued to 
appropriate money for aiding weak districts and certain special aids. 
The entire apportionment was left to the discretion of the State Direc- 
tor of Education. Grants were made only upon application. To qualify, 
districts had to levy a tax of at least $9.50 a thousand. The State Di- 
rector was empowered to require changes in local policies and admin- 
istration. Allowances for salaries and other expenses were determined 
by administrative regulation. Districts participating could not exceed 
the salary schedules used in apportionment. Counties also were re- 
quired to maintain equalization funds. This policy was the dominant 
one in the state until about 1931.” 

Although New Hampshire after 1921 apportioned most of its school 
support on the weak district plan, the aid was limited to elementary 
districts and was not an important source of local school revenue. The 
apportionment was made at the discretion of the state education de- 
partment, providing a $5.00 tax was insufficient to comply with state 
requirements. The state had considerable administrative control over 
districts receiving equalization aid." 

The only significant innovations in these states were making equali- 
zation the basic policy in school support and incorporating a fixed 
salary schedule into the state program. All of them sacrificed other 
principles for equalization. North Carolina and Ohio penalized units 
for exceeding equalization allowances. New Hampshire and Ohio both 
required a high degree of central control over local operations. Ohio 
required a relatively high tax rate for participation as did both South 
Carolina and New Hampshire, considering the low level of support 
involved. North Carolina retained the maximum tax levy concept. 


OTHER STATE ACTION 

Confronted with rising costs, two other states, Maryland and Penn- 
sylvania, soon after 1920 took steps that also represented departures 
from the small fund, weak district type of equalization. The Maryland 
program adopted in 1922 was of the small fund type and was subject 
to many of the limitations of weak district aid. However, the founda- 


18 Ibid., pp. 279-285. 
“ Ibid, pp. 441-442. 


344 Financing Public Schools in the United States 


tion program conceived in terms of a minimum salary schedule and 
an allowance of a fixed percentage of the salary allowance for other 
current expenses, was relatively adequate in terms of other programs 
existing at the time. This represents the first departure from general 
practice at the time. The program was not designed simply to correct 
the worst shortcomings. Counties were required to submit budgets for 
approval, another carryover from prevailing practice. The number of 
teachers allowed was subject to state administrative regulation as in 
North Carolina and South Carolina, the state providing the difference 
between the cost of the program and the yield of a tax of $6.70 a 
thousand and other forms of state aid. In spite of the fact that the tax 
effort required for support of the state program was not exactly low, 
no limitations were placed upon the levying of additional taxes to ex- 
ceed the program. This represents the second departure from the prac- 
tice in many other states: counties were not discouraged from exceed- 
ing the state program."* This pattern of equalization support is still in 
Operation in the state, During the first years of trial only about 10 pet- 
cent of school aid was distributed by this method, but in recent years it 
has risen to over one-third, and this year approaches 50 percent. 
About the same time (1921), Pennsylvania made a state minimum 
salary law the basis of its state Support program. This was relatively 
high compared with prevailing practice. The state made no allowance 
for other current expenses as did Maryland, nor did it go very far in 
equalizing the burden of supporting the schedule through local taxa- 
tion. The state agreed to meet one-fourth the cost in first-class districts 
(classified by population), ordinarily the most able fiscally, the pet- 
centage incteasing for various smaller districts, reaching 50 percent in 
fourth-class districts, the poorest type as a group. However, the tax 
burden involved in raising half the salary mandate was terrific in the 
poorest districts. Low-valuation districts in the other classes fared even 
worse. To overcome these limitations, in 1923 districts were furthet 
classified according to valuation per teacher. In the lowest-valuation 
group the state assumed 75 percent of the cost, but even meeting one 


fourth of the cost tended to place a heavy burden on the poorest units. 
18 Swift, op. cit., pp. 286-291. 


19 Pennsylvania State Education Associati $ 1 
ociation, Ci of Schoo! 
Costs, Report of the Committee (1938), pp. 111-1 a on Survey 
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With some modifications this policy has prevailed in Pennsylvania ever 
since. 


MORT’S INFLUENCE 


All of the developments after 1920 just summarized were concerned 
with equalizing the local tax burden for the support of state mandates. 
As a result of the work of Paul R. Mort, during the next quarter of a 
century the emphasis on equalization has been shifting from this con- 
cept to that of minimizing of central controls through the attainment 
of an adequate level of support in all school districts and the use of 
objective formulae for determining state support. Mort’s concept of a 
foundation program outlined in the preceding chapter assured all units 
enough support to finance a basic educational offering. Expressing 
these allowances in unit expenditures allowed communities freedom 
to secure optimum combinations of personnel and materials, salaries 
and pupil-teacher ratio, or instructional expenditures and other ex- 
penditures to attain the results desired. Under this concept mandates 
became an instrument of last resort to correct evils in unsatisfactory 


units of administration or large units in which home rule had deterio- 


tated. The use of objective indexes avoided the unintentional shifts of 
control to central agents inherent in the discretionary type of grants. 
Furthermore, Mort always has stressed the importance of “adaptabil- 
ity” in financial arrangements. He has been reluctant to attain equali- 
zation at the expense of local initiative. In attaining equalization he has 
at the same time proposed means to strengthen local initiative through 
adequacy of the foundation level, moderate local tax contributions to 
the cost of the basic program, preservation of existing aids to wealthy 
districts, repeal of restrictions upon local taxing and budgetary power, 
and making school government directly responsive to the popular will 
without restraints by central agents ot representative, nonschool, local 
government. 

Through his research, teaching, writing, numerous surveys, leader- 
ship, and former students, Mort’s thinking has had a profound effect 
upon fiscal policy in many states. Since he did his original work in New 
York State, the evolution of fiscal policy in that state well illustrates 


his influence. Prior to his studies, New York State was committed to 
; 
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stimulation grants and flat grants-in-aid as its major fiscal policy. Asa 
result of his work between 1925 and 1931 it shifted to equalization as 
a major policy. As is true of most states, actual fiscal policies adopted 
often reflect political compromises, expedients, and gradual adjustment 
with vestiges of past policies remaining for a long time. As a result of 
legislative action, the equalization formula has been used to a large 
extent to distribute state-collected taxes to localities. Yet New York 
State has been moving toward a concept of equalization allowing for 
maximum local administrative freedom. 

Present equalization policies in the state date from the passage of 
the Cole-Rice law in 1925. This act introduced a clarified concept of 
equalization and improved techniques for applying it through finance. 
The concept applied was that formulated by Strayer and Haig.” To 
apply the concept without losing the advantages of a decentralized 
structure they held that it was necessary; 


1. To levy a local school tax in support of the satisfactory minimum 
offering in each school district at a rate which would provide the nec- 
essary funds for that purpose in the richest district: 

2. To supplement the yield of the uniform local tax in all other 


districts by the amount required to finance the cost of the minimum 
offering.” 


Strayer and Haig recognized the need for an adequate state-wide 
foundation program of schooling with a uniform local tax effort sup- 
plemented by sufficient state Support to pay the costs of the program. 

The Cole-Rice Act embodied Mort's techniques for defining and 
financing the Strayer and Haig concept of a foundation program sup- 
ported in part by a uniform local tax. Mort defined the foundation pro- 
gram as including those universal elements found in schools through- 
out the state, together with such supplementary undertakings as are 
necessary to provide these elements. At the time (1923) he included 
within the program eight years of elementary schooling, a four- 
year high school plus special classes, vocational schools, continuation 


schools, transportation, and Capital outlays. A teacher was defined as 
20 See p. 300. 


"1 G. D. Strayer and R. M. Hai The Fi A ey i sale 
Ney York (1923), pp. 174-475, OE OF Bdsscation im the State 
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one possessing the minimum qualifications. The number of teachers 
allowed for the program was based upon average practice at the time, 
one for each twenty-seven elementary pupils and one for each twenty- 
two high-school pupils in attendance under the program. Attendance 
was weighted to allow for the effects of sparsity upon unit costs. Thus, 
rural districts were allowed lower pupil-teacher ratios without reduc- 
ing their support per classroom. The cost of the program was defined 
as the average per-weighted-pupil expenditure for each element in the 
program in districts with average taxable wealth, corrected for differ- 
ences in price levels and differences in pupil-teacher ratios resulting 
from sparsity of pupil population.” In order to guarantee to all school 
districts a program equal to that found in districts with average wealth 
with the least outlay on the part of the state, Mort proposed using a 
“key district” like New York City instead of the wealthiest district in 
determining the uniform local tax rate required to support the pro- 
gram. The higher local rate resulting from the use of a key district re- 
duced the amount of state support required.” 

The Cole-Rice Act, however, failed to attain the minimum level of 
equalization support visualized by Mort. At the time the elementary 
school program, taught by teachers having one or two years of prepa- 
ration beyond high school, cost $70 a weighted pupil (current expense 
only, exclusive of transportation) or $1900 a weighted classroom in 
districts of average wealth; the high school program in the same dis- 
tricts cost about $110 a weighted unit. The total cost of the program 
in the state would have been $134,556,240. The local uniform tax of 
$3.64 a thousand on full valuation would have raised $72,257,000 
toward the total cost, leaving $62,299,240 of support to be provided 


by the state, or an increase of about $23,000,000. Unfortunately, the 


Davenport Commission was not willing to go that far in state support 
ecommend more than a 


at the time. The Commission would not r 
$10,000,000 increase in state support. Hence, the cost base upon which 
equalization support was computed was reduced from $70 to about 
$44 or $1200 a weighted classroom unit in the elementary schools 
and from $110 to about $73 or $1600 a classroom unit in the high 


22 PR. Mort, State Support for Public Schools (1926), chs. II-III. 
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schools. These amounts were equal to the expenditure levels of the 
poorest 10 percent of the districts. The local uniform tax rate for 
support of the program was reduced from $3.64 to $1.50 a thou- 
sand. 

The Friedsam Law (1927) has become associated with equalization. 
To the extent that the Friedsam Law incorporated the concepts and 
techniques of the Cole-Rice Law and increased the cost bases it was an 
equalization measure. However, the Friedsam law was primarily a 
property tax relief measure. It added no new elements to the state foun- 
dation program. Between 1927 and 1931 it raised the base for calcu- 
lating state support for schools somewhat from $44 to $56 a weighted 
pupil or $1500 a classroom unit in the elementary schools and from 
$73 to $86 or $1900 a classroom unit in the high schools, or 27 and 
18 percent respectively. But these amounts would have been low even 
in terms of 1923 practices; they were far below the approximately $80 
and $125 required in districts of average wealth in 1926. On the other 
hand, the Friedsam Formula reduced the $1.50-a-thousand local con- 
tribution to $.60 (a 60 percent reduction). If equalization had been 
the primary objective, the rate would have increased when the cost 
base was raised. As it was, the reduction in the local rate added about 
$19,000,000 (a 50 percent increase) to state support without increas- 
ing equalization. The money went to the wealthier districts which in- 
cluded the tax limit cities. 

The Friedsam Commission was concerned primarily with the fiscal 
difficulties of cities over 100,000 population operating under the 
2-percent constitutional property tax limit and the high total property 
taxes in other municipalities. It considered the possibility of authoriz- 
ing local nonproperty taxes, but rejected them in favor of shifting 
mote of the burden to state taxes through the state aid formula. This 
meant that over half the money apportioned under the equalization 
formula was not equalization support. The equalization formula was 
used both to equalize and to foster local initiative in the able districts. 
This proved to be a powerful stimulation for raising the equalization 
level.” 

The original law did not apply to districts employing fewer than 

**P. R. Mort and W. C. Reusser, Public School Finance (1941), pp. 385-386. 
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five teachers. Through the pressure of farm organizations the law was 
extended to include all districts in 1929, but one-teacher districts had 
to make a higher tax contribution to the cost. 

Beginning with Georgia in 1926, other states began to move in the 
direction of equalization programs based upon the foundation pro- 
gram concept, objective determination of equalization suppott, refined 
methods of apportionment, moderate local tax contributions, and the 
strengthening of local initiative. The next year Alabama and Okla- 
homa took the first step toward the Mort type of equalization program. 
Missouri (1931) adopted the policy. During the depression years other 
states incorporated many features of this kind of equalization, includ- 
ing Idaho (1933), Kansas (1937), Michigan (1933), Ohio (1935), 
Rhode Island (1936), Utah (1931), Vermont (1935), and Wyo- 
ming (1935). The trend has continued up to the present time as will 
be shown later. 

The characteristics of these programs that distinguished them from 
many of the weak district equalization schemes are these: the definition 
of a foundation program that more nearly approached average prac- 
tice rather than conditions in the weakest local units, the deémphasis 
of mandatory legislation, the use of objective measures instead of dis- 
cretionary authority, the predictability of the grants, the use of refined 
measures for apportionment with weightings for sparsity and other 
cost factors, the attempt to unburden the local tax base for local initia- 
| tax burden for support of the 


tive, the attempt to equalize the loca 
local units to exceed or sup- 


basic program, and the encouragement of 
plement the state offering. 


MEASUREMENT OF LOCAL FISCAL CAPACITY 


Equalization programs combining central and local support, if they 
urden for support- 


are to attain any degree of equality in the local tax b 
ing the state basic program, involve some measure of local taxpaying 
ability. The older devices used assessed valuation of taxable property 
for this purpose. In order to overcome the limitations of local assess- 
ments, crude corrections Were introduced. Later attempts were made to 


correct local assessments and to substitute other indices of fiscal ca- 


pacity. 
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WEAKNESSES OF ASSESSED VALUATIONS 


Since the only local tax generally available to school government is 
the property tax, states for equalization purposes generally have meas- 
ured fiscal capacity in terms of property valuation. Where the assess- 
ment of property for tax purposes is done by local assessors, wide varia- 
tions exist in standards of true valuation as shown in Chapter VI. 
Where local assessments are compared on some uniform standard of 
value, wide variations exist among assessing districts in the percentage 
that assessed valuation is of true valuation. This means that the at- 
tempt to measure local taxpaying capacity in terms of total assessed 
valuation or assessed valuation per unit (such as per-teacher unit) or 
the yield of a given tax rate on assessed valuation (the most commonly 
used method) overestimates or underestimates capacity to pay the prop- 
erty tax in different units of government. To the extent that states ett 
in this respect, inequality is created in the burden of supporting the 
state program. Furthermore, in order to increase the amount of money 
obtained from state sources, the tendency is for localities to foster 
underassessment deliberately. Although there is a rough correlation 
between fiscal capacity as measured by assessments and other indexes 
of taxpaying ability such as income, the variableness in assessments is 


a serious limitation in the attempt to combine state and local support 
in an equitable manner. 


CRUDE CORRECTIONS 


In the early weak district aid laws and some of the more recent 
equalization laws, various states have tried crude devices for preventing 
the underassessment of property for state aid purposes. One provision 
has been to prohibit districts from reducing assessments below the 
amount reported when the state aid law took effect, as in Arkansas. 
Another has been to base the calculation of state aid upon the assess- 
ments of a prior year, e.g, Minnesota and West Virginia. A third 
method has been to specify the yield of a specified tax rate or a tax 
of so much capita, whichever was the greater, e.g., New Jersey. None 
of these methods achieve much equity as shown by the experience of 
West Virginia. A fourth device has been to relate all assessments to the 
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state average for the year, e.g., Wisconsin. A fifth device has been to 
use the state average tax rate as in Maine. The last two counteract in a 
crude way any general tendency toward lower assessments. They do 
not correct for inequities among individual districts. 


EQUALIZED ASSESSMENTS 


The use of the property tax base as a measure of taxpaying ability 
to be wholly equitable requires professional, state-wide full valuation 
assessments. The next best alternative is adequate state supervision of 
local assessments as has been done in Maryland, Massachusetts, and 
Wisconsin. A third and most common method is state equalization of 
assessments. It has been attempted in a number of states, including 
Kansas, Louisiana, Michigan, Missouri, New York, Ohio, Pennsylva- 
nia, and Wisconsin. With the possible exception of Wisconsin, no state 
has made a scientific equalization of assessments. Nevertheless, some 
state equalization of assessments is better than none. At least, the worst 
inequities and abuses can be corrected. 

Up to the present time probably no state having an equalization 
program combining state and local support and using property valua- 
tion as a measure of taxpaying ability has achieved equity in the local 
tax burden for supporting the state program. Yet it can be said that 
such programs have reduced inequities in local tax burdens existing 
under previous policies. Certainly the method has more equity in it 
than any other policy except a completely state-supported program or 
the use of economic measures described below. Furthermore, the in- 
equity in tax burden is unimportant compared with the attainment of 
a higher level of school support through combining state and local 
effort. Yet much needs to be done to correct and equalize local assess- 
ments.” This is still a major unsolved problem in this type of equaliza- 


tion program. 


OTHER MEASURES OF FISCAL CAPACITY 
For larger units of local government such as counties it is possible 


to construct an index of taxpaying ability from basic economic sta- 


tistics, Cornell developed a formula based upon total population, retail 
Aspects of State Aid (1947), pp- 


235 P, R. Mort and A. W. Schmidt, Technical 
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sales, motor vehicle registrations, production, number of residence tele- 
phones, savings deposits, and postal receipts.” Bacon developed tech- 
niques for measuring the fiscal capacity of counties in terms of in- 
come.” A third technique is to compute the yield of a group of 
nonproperty taxes by counties and large cities. Although the study was 
not conducted for this purpose, the data obtained by Walker and 
Cocking could be used to estimate the fiscal capacity of counties.” 

The validity of all of these techniques depends upon the independ- 
ent criterion used to appraise them. A clear-cut definition of taxpaying 
ability is not easy to make. Limitations of original data, weighting of 
factors, and keeping the index up to date present technical difficulties. 
Yet these may be no greater than those involved in appraising prop- 
erty. All of the indexes appear to be superior to assessed property 
valuation. They may have no advantage over equalized valuations in 
their present stage of development. They may lack the simplicity, sta- 
bility, and public acceptance of the assessed valuation statistic, but 
they may be more objective and equitable. They can be made rela- 
tively simple. As to stability, the Cornell index may rank highest, the 
yield of Nonproperty taxes second, and income third. Stability in an 
unstable economy means lack of equity. In the final analysis, taxpaying 
ability in our type of economy comes back to income no matter what 
the tax or the tax base. Studenski has suggested an index combining 
an income measure with other economic indices weighted a little more 
heavily on the income side.” 

The techniques developed by Cornell have been applied for a num- 
ber of years in the apportionment of equalization support in Alabama. 
Recently Florida and West Virginia have adopted similar indexes pend- 
ing the attainment of 100 percent on full valuation assessments and 
in 1949 Texas began to use an index. The Alabama index is based 
upon the percentage of the state total sales tax paid, passenger and 


28 F, G. Cornell, A M 


Units (1936). easure of Taxpaying Ability of Local School Administrative 
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de Bacon, Income as an Index of Fiscal Capacity of Michigan Countes 
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automobile license paid, state personal income tax paid, assessed valua- 
tion of public utilities, farm income, and value added by manufacture 
weighted according to a prescribed formula. The Florida index is of 
the same type, using six weighted factors. The West Virginia law is 
based upon eight factors, including retail sales, passenget-car regis- 
tration, buying power, population, income tax returns, total income, 
postal receipts, and consumer sales tax receipts. All of these are based 
upon the county unit. Data are not available for applying them to 
small units of government. Although their validity is questionable 
when the property tax is the sole local tax for school support, such 
indexes will have a wider application as new nonproperty local taxes 
become more common. These taxes cannot be administered success- 
fully in units smaller than the county or the larger cities. The experi- 
ence of Texas in applying the index to smaller units should be watched 


carefully. 


DIVISION OF SUPPORT BETWEEN CENTRAL 
AND LOCAL GOVERNMENT 


A fundamental problem in the development of equalization pro- 


grams combining central and local support is the division of support 


between the two units. State fiscal capacity or, more frequently, avail- 
ability of revenues on the state level is the factor that usually deter- 
mines the allocation, but, in theory, the division of support should be 
settled by striking a balance between the equalization objective and the 
objectives of (1) strengthening local taxing power for the exercise of 
local initiative and (2) equalizing the burden of support. Both types 
of equalization should be considered—equalization of the amount of 
support and equalization of the local tax burden. 


IMPORTANCE OF FOUNDATION PROGRAM 


In determining the division of support between the central and local 
the adequacy of the foundation 


governments priority must be given to ) 
program. Without an adequate level of support guaranteed in all dis- 
tricts, state support will not accomplish its primaty objective, the 
guaranteeing of a reasonable degree of equality of opportunity to 
every person. Even adaptability of initiative requires an adequate foun- 
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dation program for its healthy operation.” Before any decisions ate F 
reached on other matters of policy, this level must be agreed upi. 
Ideally the state should provide the difference between this cost and 
the local yield of a tax rate sufficient to produce the entire amount in | 
the wealthiest district as is done in Utah. Otherwise, inequality in the 
burden of support is inevitable. This procedure, however, often re- 
quires the state to assume a large part of the burden of support of the 
basic program, but it is not quite as expensive to the stage as a com- 
pletely state-supported program. Before any compromaises ate made on 
the level of the foundation program, the rate of local contribution 
should be increased until the state share of the cost is equal to the 
amount that can be made available from state sources: 


g 
n 


IMPORTANCE OF LOCAL TAX LEEWAY 


Unless the state is willing to assume a reasonablg share of the 
burden, two results will follow from raising the rate: (1) less support 
for some districts under the formula than they are receiving under ex- 
isting laws and (2) a local tax rate which is too high to foster local 
initiative. The first problem can be handled with some type of mini- 
mum guarantee without adding greatly to the state cost. Although this 
approach generally is supported upon political expediency, there is 4 
more cogent reason for it. State support to wealthy districts releases 
local taxing power for improvement or adaptability. As the rich dis- 
tricts move ahead, the stimulus for improving the equalization level 
increases. This gives equalization a broader meaning, It is not simply 
equalizing what exists, but the attainment of a rising level of equaliza- 
tion. Equalization in education should increase like other living stand- 


atds in a private-enterprise economy. In both the stress is on “Jeveling 
up,” not “leveling down.” 


STRIKING A BALANCE 


The problem of a high local rate of contribution is more serious. It 
presents a most difficult decision. Should the rate be reduced with 4 
corresponding decrease in the level of support to be maintained? 


P, R. Mort and F. G. Cornell, American Schools in Transition (1941)- 
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Should the level of support be maintained at the expense of the high 
local rate? New York State faced this problem during the 1948 session 
of the legislature. A study of fiscal policy had pointed to a foundation 
program of $200 a weighted elementary pupil as the lowest amount 
the state should guarantee under present price levels and personnel 
shortages.” To preserve local taxing power for the exercise of local 
control and initiative it did not seem desirable to recommend any in- 
crease in the existing mandatory local school tax rate of $5.00 a 
thousand on full valuation.” The total program based upon $200 a 
weighted pupil would have cost about $375 million. Under a $5.00 
tax the localities would pay $135 million, leaving $240 million to be 
met from state taxes. In terms of prevailing levels of income and the 
fact that the state tax burden in New York was below average, it 
seemed that the state had the fiscal capacity to pay this amount. Never- 
theless, state fiscal authorities would not agree to assuming over $182 
million of the cost. This meant either a reduction of the basic allow- 
ance, an increase in the local contribution, or a combination of both. 
What actually happened was a moderate reduction in program level 
through reductions in the weighting allowed for sparsity and secondary 
schools and an increase in the local rate to $7.00 a thousand. Educators 
were not satisfied with this compromise, but several factors counseled 
them not to oppose it actively. (1) They were not convinced that the 
state lacked the taxpaying capacity to lower the rate to $5.00 and 
thought that such a reduction could soon be obtained. (The rate was 
reduced to $5.66 in 1949.) (2) They believed that the existing state 
e a reconsideration of weighting. (3) 
made available to cities and counties 
he property tax base. (4) Existing 
1 due to the failure of assess- 
(5) They were convinced 
t any further deterioration 


minimum salary law would forc 
New local taxing powers were 
which might reduce the pressure on t 
tax rates were well above the $7.00 leve 
ments to adjust to the higher price level. 
that the $200 level was essential to preven 
in school programs and staffing. 

31 P, R. Mort and A. J. Burke, The Cost of a Defensible Foundatio 
Education in New York State (1947). 


82. R. Mort, Fiscal Policy, for Pu 
(1947), pp. 32 and 41 ff. 


n Program: of 


blic Education in the State of New York 
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EQUITY IN THE LOCAL TAX BURDEN 


One additional test should be applied: How well has the local bur- 
den for supporting the program been equalized? Unless the local tax 
rate required to support the basic program equals or is less than that 
necessary to support the program in the richest district, inequity is in- 
troduced into the burden of support. Every district that can raise the 
amount required for the foundation program at a rate lower than that 
used in the equalization formula gets a tax advantage. It was for this 
reason that Strayer and Haig proposed using the rate required in the 
wealthiest unit. In a county unit state like Utah this may be sound 
both in theory and practice. However, in a small-district state like New 
York the wealthiest district may be a freak district, and the rate re- 
quired would be so low as to make the program virtually state- 
supported. It was for this reason that Mort used a key district—the 
wealthiest large district or some larger district a little farther down the 
scale. If the number of districts that can finance the program with a 
lower tax rate than that required in the key district is not large, the 
inequity in the burden of support is not great. It probably is not so 
serious as the inequities resulting from imperfect measurement of local 
fiscal capacity. On the other hand, if the rate is so high that about half 
the state is excluded from the equalization formula since the units can 
taise the funds with a lower rate, then the equalization program pte- 
sumes a relatively high degree of inequity in the burden of support.” 
In New York State the $7.00 rate (1948) excluded districts with ovet 
$29,000 of full valuation pet weighted pupil. Since the districts €x- 
cluded represent only a small fraction of the state, the inequity in the 
tax burden was not great. Only a sptinkling of districts could raise 
$200 a weighted pupil with a lower tax rate. 


CURRENT EQUALIZATION PROGRAMS" 


Tt has been difficult for some states to maintain equalization pto 


grams combining central and local support as a major phase of fiscal 
33 Mort and Reusser, op. cit., pp. 442 ff. 
34 Based on laws enacted in 1947, 1948, and 1949 and materials published by 
the National Education, State Education Departments, and State Education Associa, 


tions. To bring these up to date use National Education Association, State School 
Finance Systems. 
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policy. Theré has been a tendency to revert to policies which benefit 
able districts as did the older policies of tax sharing, per-capita grants, 
and crude state-supported equalization programs. Among the states 
which have gone through this cycle in recent years are Colorado, Kan- 
sas, New Mexico, Michigan, New Jersey, New York, Ohio, and South 
Carolina. 

Nearly half (twenty-one) of the states (1949) including Alabama, 
Arkansas, Florida, Idaho, Illinois, Indiana, Kansas, Maryland, Massa- 
chusetts, Mississippi, Montana, New Hampshire, New York, Okla- 
homa, Pennsylvania, Texas, Tennessee, Utah, Vermont, West Virginia, 
and Wisconsin, have such equalization programs as the dominant or 
major policy. The rest of the states except Arizona, Connecticut, Dela- 
ware, North Carolina, and South Carolina have weak district or sup- 


plementary programs of this kind. 


CURRENT TRENDS 


Certain tendencies and characteristics in current equalization pro- 
grams of this type should be noted. (1) There is a growing tendency 
to include transportation and capital outlay or debt service allowances 
in the foundation program. (2) There is a tendency to extend the 
foundation program downward to include kindergartens and upward 
to include services for youth and adults, Often this is done before ade- 
quate allowances are made for the established program. (3) There is 


a tendency to define the foundation program more in detail through 


the use of minimum salary schedules and allowances for particular 
e southern states. This central- 


functions in the budget, particularly in th 

izing tendency should be watched critically. (A) There is a tendency 
to adjust cost allowances upward with the rise in prices. (5) Increased 
objective measures for apportionment 


use is being made of weighted, 
with some reduction of the pupil-teacher ratios presumed as normal. 
ques of measuring fiscal 


(6) There has been improvement of the techni 
capacity. (7) The tendency seems to be to raise the rate of local con- 
tribution to a degree that may hamper local initiative. Of course, an 
adequate level of equalization support is essential to foster local im- 


provement. 
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PROGRAMS OF EQUALIZATION STATES 


The basic patterns of equalization support in Maryland, New York, 
and Pennsylvania already have been described. The allowance in New 
York has been increased to $200 a weighted pupil in average daily 
attendance with a 5.66-mill local contribution. Maryland now finances 
a basic schedule of teachers’ salaries ranging from $2200 to $3800 
using classroom units with a 6.5-mill local contribution. Pennsylvania 
has raised its salary allowance to $2450 a classroom unit, which is to 
increase to $3450, using average membership as a measure of need, 
and a uniform local tax rate as a measure of ability (now 4 mills). 

Ten of the states have programs having many of the characteristics 
of the Maryland scheme, namely, salary schedule or salary allowances 
plus allowances for other current expenses with apportionment on a 
classroom unit basis. (1) Alabama allows the State Board of Educa- 
tion to fix the allowances. At present, the salary schedule runs from 
$1200 to $2400. (2) Arkansas still has vestiges of the “budget deficit” 
concept and the “maximum levy” concept. Its salary allowances range 
from $747 to $2420. (3) Florida’s program extends from kinder- 
garten through junior college and adult education. Its salary allow- 
ances vary from $1000 to $3600. (4) Idaho requires both the county 
and the school district to contribute to the cost allowances. The salary 
allowances are from $1200 to $2250. (5) Indiana has salary allow- 
ances of $1800 to $3800 plus $1000 a classroom unit for other current 
expenses. (6) Mississippi employs the budget deficit concept with con- 
siderable latitude given the Education Department, but objective meas- 
ures are used. It allows $789 for Negro teachers’ salaries and $1372 
for white. (7) Oklahoma like Arkansas requires a relatively high local 
effort. Its salary allowances range from $1500 to $2900. (8) The 
Tennessee program is defined in considerable detail. It has salary al- 
lowances from $1179 to $2826. (9) The new Texas program is like 
that in Tennessee with a schedule ranging from $1395 to $4032 plus 
$350 to $400 for other current expenses. (10) West Virginia has @ 
very good sparsity correction. The salary allowances range from $1305 
to $2934. 

Eight of the states follow the New York pattern of unit cost al- 
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lowances. (1) Illinois allows $160 an elementary attendance pupil. 
(2) Kansas allows $2000 to $2800 an elementary classroom unit 
depending upon teacher qualifications (no allowance for secondary 
schools). (3) Massachusetts uses the census as a measure of need, al- 
lowing $130 a pupil. (4) Montana allows $172 a pupil belonging in 
elementary schools and $207.50 in high schools. (5) New Hampshire 
uses weighted membership, allowing $75 a weighted elementary unit. 
(6) Utah has a pure equalization program in which the richest local 
unit receives no state support for the foundation program. The allow- 
ance is $3300 a weighted elementary classroom unit. (7) Vermont 
allows $25 a pupil plus a percentage of the school budget minus 5 
percent of town taxes for all purposes. (8) Wisconsin combines equali- 
zation with matching to provide a program of $135 to $153 a pupil in 
average daily attendance in the larger districts. 


SUPPLEMENTARY EQUALIZATION PROGRAMS 


In the remaining states with equalization programs, other policies 
prevail and equalization is merely supplemental. At one extreme are 
six states with weak district aid plans still in operation, including Ken- 
tucky, Nebraska, New Mexico, North Dakota, South Dakota, and Vir- 
ginia. On the other extreme there are two states that are approaching a 
fairly adequate level of equalization through supplementary programs 
—California and Washington. Two others (Louisiana and Oregon) 
are outstanding compared with the relatively low levels of support at- 
tained through most such programs. 

(1) California. In 1945 California took its first step toward equali- 
zation combining central and local support. The foundation program 
now includes attendance from the kindergarten through the fourteenth 
year (junior college). Transportation or debt service and capital out- 
lays are not included, but transportation aid has been placed upon an 
equalization basis. The program is based upon unit current expenditure 
allowances of $153 a pupil in elementary schools and $210 in second- 
ary schools. There is liberal weighting for sparsity. The state pays the 
difference between the elementary cost allowances and a 5.5-mill (45 
in small districts with somewhat lower allowances) tax on 90 percent 
of assessed valuation and the difference between the high-school cost 
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allowances and a 5.0-mill tax (3.2 in small districts with somewhat 
lower allowances) on the same valuation basis. For junior college the 
rate is fixed at 2.2 mills. 

(2) Washington. The new ( 1949) supplementary equalization pro- 
gtam of Washington guarantees about 65 cents for each day of 
weighted attendance and about $1400 for each certificated person em- 
ployed or 45 cents for attendance plus almost $2300 per teacher. The 
latter provision provides a crude correction for sparsity. The combined 
allowances exceed the California allowances and approach those of , 
New York. As shown in Chapter XII the program is probably the 
broadest financed by any state. Localities must levy 10 mills on 50- 
percent assessment. 

(3) Louisiana and Oregon. Louisiana allows for salaries ranging 
from $1200 to $3600. Oregon allows 75 cents for each day of mem- 
bership. 

(4) Others. Equalization programs combining central and local 
support are an important part of fiscal policy for schools in Colorado, 
Michigan, New Jersey, and Ohio, but none of these programs is very 
outstanding. Colorado allows $2000 a weighted classroom unit. Michi- 
gan provides $126 a weighted pupil (average daily membership). 
New Jersey allows $94 a weighted pupil in average daily attendance. 
Ohio makes provision for $102 a pupil in average daily membership. 

None of the remaining programs is particularly noteworthy. The 
Georgia program is designed primarily to help districts with curreat 
expenses other than salaries. The program in Minnesota is similar to 
that in Michigan. The Iowa program is slightly better than that of 
Ohio. The programs in Maine, Nevada, and Rhode Island are in the 
same class with Colorado. Wyoming allows $2800 a classroom unit. 
The Missouri program is as outmoded as its state-supported program 
—$750 a classroom unit. 


APPRAISAL OF CURRENT POLICIES AND PRACTICES 
The two major considerations in equalization programs combining 
central and local support are (1) the adequacy of the level of supp? f 
and (2) the effect of the local burden of supporting the program upon 
tax leeway for local initiative or adaptability. Other important consid- 
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erations are the degree of freedom of choice possible within the foun- 
dation program, the degree of equity achieved in equalizing the local 
burden of support, the objectivity of the method of apportionment, the 
predictability of the amount of central support to be received, and the 
integration of the finance program with state mandates, requirements, 
and regulations. Since the appraisal of the many technical details re- 
quires a comprehensive study of each individual state, this treatment 
will be limited to certain broad generalizations. 


ADEQUACY 


The chief advantage of an equalization program combining central 
and local support is the attainment of a relatively high level of equali- 
zation support without placing an undue burden upon the state reve- 
nue system. About a fourth of the states are securing this advantage 
now. Yet most states pursuing the policy have not realized the potenti- 
ality. Some of the southern states have attained a fairly defensible level 
considering their economic resources, but the levels generally attained 


are far from adequate using the same standards applied to completely 


state-supported programs. The poorer states generally have stressed 


equalization at the expense of other criteria. On the other hand, the 
more able states usually have stressed other fiscal policies at the ex- 
pense of equalization. Sometimes this has come about through drastic 
tax limits as in Ohio and Michigan. In most cases, including these, the 
political power of the more favored sections has been a factor. Lack of 
comprehension of the meaning of equalization always is a drawback. 
Too frequently it is conceived only in terms of correcting the most 1n- 
tolerable conditions—the modern version of weak district aid. 

On the basis of the criterion of $200 a weighted pupil, eight to 
twelve of the states in this group are approaching an adequate level of 
equalization support today. New York has such a program. California, 
Illinois, Montana, Oregon, Washington, and Wisconsin are approach- 
ing it. Florida, Indiana, Louisiana, Maryland, and Texas may come 
close as teachers advance on their salary schedules. None of these pro- 
grams is perfect. All of them are current expense programs except 
Florida. Only five include transportation costs (Florida, Maryland, In- 
diana, Texas, and possibly Washington ). Indiana has crude per-pupil 
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allowances for transportation and Washington uses a matching for- 
mula. New York and California equalize transportation as a special 
aid, which still leaves inequality in the burden of support. Montana 
and Wisconsin use a matching formula for transportation. Maryland 
has a separate allowance for debt service or capital outlays and pro- 
vides some aid on a matching basis. California and Washington pro- 
vide aid for buildings as a separate quota. New York limits building 
aid to reorganized districts using a separate equalization formula. New 
York and Wisconsin districts are not forced to maintain the minimum 
program and there is a crude sparsity correction (except for reorgan- 
ized districts in New York) plus some penalties for small districts. 
Washington also has a crude sparsity allowance. Some of them have 
relatively high tax rates for the local support of the program which 
may hamper local initiative and do introduce some inequality in the 
burden of support. Under the tax limit law of Washington, equaliza- 
tion districts have no taxing power to exceed the state program. To 
some extent this is true of the tax limit cities of New York State. 

Adequacy cannot be judged solely in terms of the amount of sup- 
port guaranteed per weighted unit. Sometimes there is little weight- 
ing for sparsity in the formulae and sometimes relatively high pupil- 
teacher ratios are presumed in weighting. Both of the limitations mean 
low teachers’ salaries and low qualifications for staff or numerical 
inadequacy of staff, which means meager services or class size too large 
for effective teaching. Furthermore, the allowances must be scrutinized 
to determine whether only teachers’ salaries or only current expenses 
are included. After allowing for such factors another nine states are 
approaching or are slightly above the national average expenditure 
level in equalization support (Massachusetts, Michigan, Minnesota, 
New Jersey, Ohio, Pennsylvania, Utah, West Virginia, and Wyo 
ming). However, this is a very inadequate criterion. 

States differ widely in their definition of the foundation program. 
A twelve-year program of elementary and secondary education is al- 
most universal. Kindergartens appear in a number of current pro 
grams. However, the thirteenth and fourteenth years are specifically 
recognized only in states like California, Florida, and Washington. 
Adult education is specifically provided for in Florida and New York 
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Night schools, summer schools, and parental schools appear in some 
programs like those of New York and Washington. Special services 
are provided for in states like Tennessee, Texas, and Washington. No 
doubt the tendency to broaden the foundation program will continue, 
but caution should be exercised. Unless the cost allowances are realistic, 
equalization does not materialize. The new elements appear only in 
the most able districts unless enough is allowed to meet the costs actu- 
ally involved in the districts with below-average taxpaying ability. It is 
very easy for allowances under a foundation program to become spe- 
cial aids, benefiting only the wealthy districts. 


LOCAL INITIATIVE 

It is difficult to estimate the effect of tax rates for support of the 
basic program upon local initiative without knowing assessment prac- 
tices. If applied to full-valuation assessments, the tates required in 
Arkansas (18 mills), Idaho (8 mills), Indiana (8.5 mills), Missis- 
sippi (10 mills), New Jersey (10 mills), Oklahoma (15 mills), Utah 
(10 mills), and Wisconsin (9 mills) would seem to leave little lee- 
way for the exercise of local initiative. The same criticism would hold 
for the supplementary equalization programs in states like Iowa (7 to 
17 mills), Maine (about 20 mills), Oregon (7 mills), Rhode Island 
(8 mills), Washington (10 mills), and Wyoming (8.5 mills). High 
local contributions earmark most local support for the state program 
and limit the power to exercise local freedom. 

Another test of the goodness of provisions for adaptability is the 
presence of well-supported school systems that act as lighthouses and 
incentives for improvement. This test already has been applied to states 
in which other fiscal policies predominate. It will be applied here only 
to the fifteen states that in 1948 stressed equalization programs com- 
bining state and local support. Of this group, only Massachusetts and 
New York contained well-supported school systems. However, eight 
of the fifteen had schools that are approaching a reasonable degree of 
adequacy in support—F lorida, Idaho, Maryland, New ‘Hampshire, 
Oklahoma, Pennsylvania, Utah, and Vermont. The remaining five lack 
economic strength—Alabama, Arkansas, Mississippi, Tennessee, and 
West Virginia.” 

3 National Education Association, Still Unfinished (1948), pP- 9 ff. 
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APPLICATION TO FEDERAL SUPPORT 


The same conditions that have centered attention upon equalization 
on the state level make it inevitable on the federal level. It has been 
demonstrated elsewhere in this volume that certain states simply do 
not have the fiscal capacity to support a reasonable level of schooling 
at the present time.” It appears that most of these states have the basic 
raw materials for a higher standard of living, but economic barriers 
must be removed and the productivity of the people increased. Both of 
these will take a long time to achieve and the latter depends to con- 
siderable extent upon the kind of education that can be made available 
in the meantime. Thete are signs of economic improvement in these 
states especially since the war. Yet the survival of our nation in the 
decades immediately ahead probably cannot wait for long-term de- 
velopments. The equalizing of national educational provisions not only 
will hasten the economic development of such states, but will benefit 
the whole nation through improvement of our industrial and military 
potential, civic competence, and cultural status. 

There are no fundamental differences between the principles and 
techniques of equalization through combining state and local support 
and those involving federal and state support. Mort developed the 
principles and techniques for a national equalization program in two 
studies published about a decade ago." The measures used in appor- 
tionment need not be quite so refined, but the measures of fiscal 
capacity must get at the ability of a state to pay all types of taxes, not a 
single tax as in the case of most school districts. Probably the best 
single index of fiscal Capacity of states at the present time is one based 
upon income." Recent federal aid bills have used this index. How- 
ever, the bills themselves have been concerned with correcting the 
worst evils. The foundation program has been very low ($55 a census 
pupil) and there has been no correction for Sparsity of population.” 

86 See chs. III, and VIII. 


TPR. Mort, Federal Support for Public Educati i 
» Federa ucation (1936); and P. R. Mor 
g x eo Principles and Methods of Distributing Federal Aid for Educa- 
"F, L, Johnson, The Principle of Equalizati j j 
Grants-in-Aid (1947), ch. IX, E tag dag gemini i 
% Educational Finance Act of 1949 (S 246). 


Combining Central and Local Support 365 


Federal aid legislation, like state aid legislation, is in the weak district 
stage. Perhaps it is impossible to advance without repeating steps 
which a former generation has found inadequate. 


SUMMARY 


Almost every state at some time has had an equalization program 
combining central and local support. Originating in Massachusetts in 
1874 and spreading to a few other states before 1900, the policy has 
gained increasing acceptance in the past fifty years. In 1949 it was the 
dominant policy in nearly half the states, and all except five states had 
such a policy. 

The early equalization programs of this type were conceived as a 
means of securing adherence to low minimum standards in the weak- 
est local school districts—a concept which still exists in some states. 
However, there is a growing tendency to conceive the equalization 
program as a means of attaining an adequate level of school for all, 
with an equal tax effort by all local units, and with a maximum of 
local operational freedom. By combining central and local support it 
is possible to attain a higher level of adequacy than can be attained by 
other school finance policies. An adequate equalization program re- 
duces the necessity for state mandates and other centralizing tend- 
encies. Where they do not require a tax effort which strains local 
resources, such programs release local taxation for initiative or adapta- 
bility. 
rams combining state and local support 
d the conditions essential 
lag in applying available 


Adequate equalization prog 
must be attained. Most states have not secure 
for measuring local fiscal capacity. There isa : 
techniques and the techniques themselves can be improved a great 
deal. Most states have not achieved adequacy and most stares have 
given little attention to tax leeway. Frequently the equalization for- 
Mula is such as to apportion proportionately more support to the 
wealthier school districts. In effect, such programs do not differ very 
much from tax sharing or per-capita grants. Extension of the equaliza- 
tion policy to federal support has encountered intense opposition. Yet 


it is essential to attain adequacy in many states. 
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It has been shown that states for a century or more have used central 
finance to promote locally operated and supported school systems. Yet 
states, especially during the past fifty years, have attempted to direct 
the development of local educational programs through mandatory 
legislation, standardization, and special aids, but the last did not be- 
come general until toward the close of the nineteenth century. About 
that time, specialization and state school administration had advanced 
to a degree that caused concern over the inadequacies of educational 
provisions under extreme decentralization. Grants-in-aid were used to 
stimulate the employment of qualified teachers, the standardization of 
schools, and the expansion of the school program. States also began 
to use central finance to bring about structural reorganization. During 
the first two decades of the present century the use of central aid to 
direct local school development continued to gain acceptance. With 
the development of equalization programs after 1920, the policy began 
to wane. Nevertheless, special aid provisions remain in most state 
school finance systems largely because of federal fiscal policy. Some 
states continue to use the device to promote local acceptance of new 
undertakings. 

The conflict between the objectives 0 
schoo! system and central direction of its development became clear 
as school finance became a subject of serious study. Yet few states have 
followed consistent fiscal policies. No state had deliberately taken all 
of the steps leading to central control, finance, and operation of 
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schools. No state, on the other hand, has fully recognized the implica- 
tions of decentralization for central fiscal policy. Most states pursue a 
mixture of fiscal policies that are difficult to harmonize. A major prob- 
lem in most states is to clarify the direction in which the state is to 
move—toward further centralization or toward a strengthened form 
of decentralization. 


DECLINING IMPORTANCE OF SUBVENTIONS FOR PROMOTION 


A distinction must be made between special aids that promote local 
educational development in certain directions and special aids to pro- 
mote the formation of larger districts, more economical administration, 
and the handling of such undertakings as nonresident tuition, trans- 
portation, capital outlays, and other special problems. Although all 
special aids are subject to serious limitations, this section is devoted 
primarily to aids which substitute central direction for local initiative 
in determining the nature of education itself. 


EARLY DEVELOPMENTS 


No comprehensive study has been made of the development of pro- 
motional aids within the various states. Neulen’s study deals with the 
period 1913 to 1923.1 Since specific grants of this type frequently ap- 
pear for a short period and then disappear to be replaced by others, 
a thorough study would require an analysis of statutes, appropriations, 
and state educational authority practices year by year. The present 
treatment will be limited to New York, Minnesota, and Connecticut, 
three of the states that have made the greatest use of stimulation grants 
in the past.” 

The first grant of any kind provided in New York (1790) was to 
promote the establishment of private academies, In 1834 the Regents 
attempted to stimulate the purchase of books and apparatus in acade- 
mies by grants earmarked for that purpose.* At the same time, the 
Legislature tried to stimulate the training of common-school teachers 
in academies by grants to be matched by local funds.* No stimulation 


ented N. Neulen, State Aid for Educational Projects in the Public Schools 
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aid was provided for common schools until 1864 when a supervision 
quota was provided for cities employing a superintendent or supet- 
visors of instruction.” In 1887 a special quota was provided for aca- 
demic departments in union free school districts.” However, compared 
with the total state apportionment for equalization or general aid, the 
amount of special quotas was small prior to 1900. 

With the creation of a strong state education department in 1904 
when the common schools were brought under the Regents, the state 
became concerned with promoting new educational projects. A non- 
resident tuition quota had been introduced in 1903. In 1908 quotas 
were provided for industrial, trade, agriculture, mechanical arts, and 
homemaking teachers. In 1915 farm-school teachers were added; ir 
1916 psychical-education teachers; in 1917 directors of agriculture; in 
1921 Americanization teachers; and in 1923 teachers of special classes 
for the mentally retarded. In 1924 special aids for medical inspection, 
school nurses, health teachers, and teachers of special classes for the 
physically handicapped appeared. In 1925 the state added quotas for 
transportation and buildings in central schools.’ 

In 1925 the following special aids designed to direct local educa- 
tional development existed in New York State: (1) employment of 
superintendents, physical training teachers, directors of agriculture, 
medical inspectors, school nurses, and vocational guidance teachers; 
(2) maintenance of high schools, vocational departments, part-time 
or continuation schools, evening schools, adult immigration classes, 
special classes for subnormals, special classes for the physically handi- 
capped, farm schools and teacher training classes; and (3) the put 
chase of books, apparatus, and other instructional materials in high 
Schools. State aid was being apportioned upon twenty-seven different 
bases. At that time, the state began to stress equalization and in 1930 
tepealed most of its special aids.* The only ones remaining now are 
transportation, district reorganization, school lunches, and education 
of the handicapped. 


oe of 1864, ch. 555. 
aws of 1887, ch. 709. yee 
"W. W. Soper, Development of State Support of Education in New York 
State (1933), pp. 39 ff 
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The development of special aids in Minnesota and Connecticut par- 
alleled their development in New York. Special aids appeared in Min- 
nesota in the following order: approved high schools (1878), library 
books (1885), graded schools (1895), standard rural schools (1899), 
teacher training in high schools (1906), vocational departments 
(1909), commercial departments, special classes for defectives, and 
nonresident tuition (1915), evening schools (1917), and special 
classes for the crippled (1921). Later, transportation was added. To- 
day the only ones remaining are transportation, vocational education, 
handicapped pupils, and teacher education in high schools, Connecti- 
cut provided aid for evening and Americanization classes in 1885, fol- 
lowed by supervision and transportation (1903) and trade schools in 
1907.” For years it also had special aids for physical examination of 
pupils, school libraries and apparatus, special classes for the handi- 
capped, and high-school tuition. In 1947 all of these were repealed ex- 
cept special education for the physically handicapped, transportation, 
and vocational education. 


TWENTIETH-CENTURY PREVALENCE 

In 1913 all states except Georgia, Oregon, and Wyoming had some 
type of special aid. Forty different projects were being subsidized by 
the forty-five states. However, these include transportation, district re- 
organization, capital outlays, and certain other grants which are not in- 
cluded in this treatment because they did not subsidize particular edu- 
cational offerings or services. In order of frequency, the projects that 
implied central direction of the educational program included: agti- 
culture, home economics, libraries, manual training, industrial train- 
ing, teacher training, evening schools, and the employment of super 
intendents. Although appearing less frequently, such projects as the 
following also were being stimulated: care of defectives, rural school 
improvement, supervisors, Americanization, part-time classes, graded 
schools, purchase of textbooks, summer schools, adult classes, put- 
ee of apparatus, Negro education, commercial education, home 
training, parental schools, and medical inspection." 


? Minnesota, Interim Committee on Education R 
: , Report (1941), pp. 53-61. 
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By 1920 every state was using central finance to direct change in 
local policies or practices. The stimulation of war demands greatly in- 
creased the number of states subsidizing teacher training, home eco- 
nomics, care of defectives, evening schools, supervision, Americaniza- 
tion and adult education, part-time classes, vocational training, and 
physical training. The states making the greatest use of the policy up 
to that time (1923) were in order of rank: Minnesota, South Caro- 
lina, Connecticut, Rhode Island, New York, Pennsylvania, Maine, Wis- 
consin, Vermont, New Jersey, Tennessee, Maryland, Delaware, Massa- 
chusetts, Texas, Virginia, South Dakota, and Iowa. The states making 
very little use of it included: Kentucky, Georgia, Oregon, Idaho, Ili- 
nois, New Hampshire, New Mexico, Mississippi, Colorado, and Utah.” 
As will be shown in a later section, certain of these developments in 
states can be traced to federal policy after 1917. 


PERIOD OF DECLINE 


During the past quarter of a century there has been a drop in the 
number of states using central aid to influence local practice, many of 
the special aids have been discontinued, and special aids have become a 
less important part of policy in most states. At least five statep—Dela- 
ware, Montana, Nevada, North Dakota, and South Dakota—in 1947- 
1948 had no aids of this type. Florida, Idaho, Kansas, Mississippi, New 
York, and Oregon have practically eliminated the practice, Of the 
eighteen states which had the largest number in 1923, all except 
Maine, Maryland, New Jersey, and Virginia have relatively few now. 
Although the policy is waning, it still persists in about forty-three 
States. In some states, such as Arkansas, Illinois, Louisiana, Michigan, 
Oklahoma, and West Virginia, there has been no significant change. 
Although many of the older special aids have been discontinued, some 
states use the device to stimulate new undertakings.” STEN 

The fiscal importance of special promotional aids was relatively in- 
Significant in most states in 1947-1948. Illinois and Virginia appor- 
tioned over 10 percent of their state assistance for schools as stimula- 


; i 3 i ew 
tion grants. Louisiana, Maine, Missouri, New Hampshire, and N 

© Ibid, 
5 x Based upon 1947-1948 appropriations, and Nati 
chool Finance Systems (1948). 


onal Education Association, 


372 Financing Public Schools in the United States 


Jetsey apportioned approximately 10 percent on this basis. Approx- 
imately 5 percent of state support was for promotional purposes in 
Alabama, Arkansas, Georgia, Nebraska, Texas, and Wisconsin. In the 
remaining states the amounts for promotional aids were less than 5 
percent of the total apportionment." 


EXISTING SPECIAL AIDS IN STATE SCHOOL FINANCE 


The most common special aids for particular educational develop- 
ments are the federally aided programs for vocational education, spe- 
cial provisions for the handicapped, and school lunches. In 1947-1948 
thirty-two states reported that they provided special aid for vocational 
classes; and twenty-five for the handicapped. Only ten reported school 
lunch programs." This means that many states fail to report one ot 
more of these special aids since they are federally sponsored. For ex- 
ample, New York has no special aid for vocational classes, but it does 
handle the school lunch program as a special aid although the reports 
do not show this to be true. Massachusetts reports no special aid for 
vocational education, but it does have such aid. The most common 
state stimulation grants (1947-1948) were those for textbooks (sev- 
enteen states), supervision (eleven), and adult education (nine). 
From one to four states still have grants for libraries, teacher educa- 
tion, medical inspection, physical education, evening schools, standard 
rural schools, audio-visual aids and Indian education. 

As in the past, new undertakings continue to receive stimulation 
aid. At least five states, Maryland, Michigan, Mississippi, New York, 
and Pennsylvania, now have special grants for junior colleges. Among 
other new types of grants appearing are sick leave (e. g» Alabama and 
Tennessee), audio-visual aids (e.g, Arkansas), veterans’ education 
(e.g., Louisiana), visiting teachers (e.g., Michigan), nursing service 
(e.g. Pennsylvania), adult education (e.g., Utah), and nursery schools 
and recreation programs (e.g., Washington). 

A number of existing special aids do not directly affect the control 
of the school program. They should be handled within the foundation 
program. In this group should be included transportation, building 

M4 Ibid. 

 Ibid., and The Forty-Eight State School Systems, p. 230. 
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aids, tuition allowances which are still paid as a special grant in at 
least ten states, and aids for consolidation which are found in at least 
seven states. 


STIMULATION WITHIN THE FOUNDATION PROGRAM 


Certain features of modern state foundation programs might be 
classified as stimulation grants. When an element is included in the 
state program before it has become universally accepted locally, it be- 
comes a means for promoting the acceptance of the element. New 
York State over twenty years ago included special classes and part- 
time classes in its basic program for equalization support. Such under- 
takings were not universally supported at the time. Although they are 
more common today, they are still not universally offered. When New 
York State included kindergartens in its foundation program in 1942, 
kindergartens were provided in the majority of the larger districts. In 
spite of the fact that they are part of the foundation program, they are 
not yet universally provided. When the state included adult-education 
classes, summer schools, and night schools in 1945, these undertak- 
ings were found in less than half the large school systems of the state. 
They have appeared in more school systems since 1945, but they still 
are not generally provided. 

A tendency to include items in state foundation programs that are 
not universally offered has become evident in recent years. Washington 
for nearly forty years has followed this practice; it now has the most 
extensive list of undertakings within its basic program of all the states. 
Recent legislation in states like California, Florida, New York, and 
Tennessee follow the same pattern. Among the elements included in 
One or more of these states are adult education, special classes for the 
handicapped, vocational classes, summer schools, evening school, jun- 
ior high schools, parental schools, kindergartens, supervision, health 
Service, special services (such as guidance or remedial instruction), 
and junior colleges. 


FEDERAL SUBVENTIONS 


The development of federal direction of educational programs 
Within states through subventions earmarked for specific undertakings 
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has been summarized in Chapter X. At the present time, the federal 
government subsidizes public school offerings in agriculture, trade, in- 
dustry, home economics, distributive occupations, vocational rehabilita- 
tion, school lunches, and services for crippled children. Such grants 
generally are conditioned upon the states matching the funds from 
state sources or local sources. Under the George-Deen Act states had 
to provide 50 percent of the federal grants until 1942 and match the 
amounts in full by 1947.'° As shown in Chapter X, the grants not 
only direct the development of educational programs within states, 
but they often have been subject to administrative control inherent in 
federal regulations and approval of state plans. 


SPECIAL AIDS AND ADAPTABILITY 


The degree to which special aids actually result in spread and ac- 
ceptance of the subsidized undertaking depends upon the method of 
apportionment, the adequacy of the central support provided, and the 
type of district structure. The more important consideration, however, 
is the relative merit of centralized direction over the free operation of 
local initiative. 


METHODS OF APPORTIONMENT 


The two methods traditionally used to apportion promotional aids 
have been matching and flat grants." The present trend is away from 
matching. Subventions involving matching have five serious draw- 
backs. First, they create inequalities in the burden of supporting the 
new undertaking. In low-valuation districts matching or meeting any 
other percentage of the cost means high tax rates. In high-valuation 
districts matching involves very little local tax effort. Second, this fact 
means that only the relatively wealthy districts take advantage of the 
grants, which defeats the attempt to make the undertaking universal. 
Third, the fact that there sometimes is no ceiling placed upon the cost 
may tend to encourage extravagance. Fourth, if central agencies af¢ 
given the power to approve the local expenditure to be matched, 
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central control is substituted for local control. Fifth, the tax rate re- 
quired for matching often restricts local budgetary freedom and may 
prevent « school system from financing an undertaking which may 
be more essential considering local needs for services. 

Promotion of state purposes through fixed grants either within or 
without the foundation program is subject to most of the limitations 
of the matching unless the amounts guaranteed are sufficient to pro- 
vide the undertaking. Under present price levels most flat grants for 
promotional purposes have become inadequate. They generally are far 
below the amount required to provide the service. Thus, low valuation 
districts must levy very high taxes to provide the service, or go without 
it. Only high-valuation districts that can afford to meet the deficit out 
of local taxes at low rates take advantage of the grants. The only ad- 
vantage the grants have over matching is that they tend to foster econ- 
omy and they do not involve state approval of local expenditures. 

The inadequacies of present flat-grant promotional aids is illustrated 
by the following examples (1947-1948) : Illinois allowed $1000 for 
county supervision; this would pay only a small fraction of the salary 
of a competent supervisor. Massachusetts allowed up to $500 for a 
sight-saving class, a small part of the cost. Missouri allowed $300 for 
opportunity rooms. This would pay a teacher’s salary for a month or so 
New York allowed $2.50 a period for adult classes. Although this was 
adequate three years before, it is now too low in 1948-1949. 


DISTRICT STRUCTURE 


The attempt by states to promote specific projects through subven- 


tions is often futile. The existing district structure in many states 18 10- 


adequate to provide the services economically. In states with the district 
he only practical method of 


or town system of school government, t 
providing the basic essential services is to create a large service type of 
district and apportion state funds to such a district in order to provide 
the services directly to the smaller districts. At the 1948 session of the 
Legislature, New York State provided for an intermediate school dis- 
trict. Such districts, serving an area larger than a county, are designed 
to provide essential services that cannot economically be provided in 
the smaller districts, such as attendance service, health services, adult 


376 Financing Public Schools in the United States 


education, guidance, supervision, technical education, transportation, 
business administration, library service, and junior colleges.” 


LOCAL INITIATIVE 


For services that can be provided economically within the present 
district structure it has not been demonstrated that special aids are 
superior to an adequate foundation program in achieving adaptations. 
The fact that many school systems lack essential services generally is 
an indication of an inadequate level of equalization support. A founda- 
tion program based upon reasonable pupil-teacher ratios and suffi- 
ciently high monetary allowances to provide staffing with qualified per- 
sonnel and to meet other essential operating and capital expenditures 
allows districts to expand their services within the program itself. 
Furthermore, such a program releases local taxing power to make ex- 
tensions even where tax limitations are in effect. 

Research studies at least have thrown doubt upon the efficacy of 
matching grants and flat grants that are inadequate 'to fully meet the 
costs of the subsidized undertakings. There is no assurance that such 
findings would apply to adequately supported stimulation attempts. 
Nevertheless, they do throw doubt upon the value of the attempts at 
stimulation up to the time the studies were made. Neulen found that 
other devices such as mandatory legislation and state leadership were 
equally effective.” This finding is reasonable since mandatory legisla- 
tion, state leadership, matching, and other inadequately state supported 
special aids can be effective only in districts with tax leeway to do what 
is expected of them. Wrightstone studied the effects of nullifying spe- 
cial aids under the equalization program in New York State. He found 
that localities tended to expand services like kindergartens and recrea- 
tion which had not been subsidized in the past. Many of the previously 
subsidized activities, such as provision for apparatus, health activities, 
and vocational preparation, continued to expand. He concluded that 


the equalization program had been as effective as special aids in stimu- 
lating improvement.” 


18 Ch. 778 of the Laws of 1948, 
1 L, N. Neulen, op. cit., p. 78. 
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STIMULATION OF STRUCTURAL REORGANIZATION 


Economic and social trends have operated quite independently of 
state policy to foster extreme decentralization in local school govern- 
ment. In the westward spread of our agricultural economy the tend- 
ency has been to create extremely small units to bring a one-teacher 
school within walking distance of the home. With the growth of urban 
centers with their concentrations of taxable resources, the tendency 
has been to create independent school systems able to provide a 
broader, more diversified educational program. Hence, within most 
states three divergent movements were underway at the same time: 
(1) a trend toward extreme decentralization in rural areas, (2) a re- 
grouping of smaller units into larger urban and village school systems 
offering a twelve-year program of schooling, and (3) a tendency for 
city and village units to become independent of county or town units 
where they existed. The more recent movement toward suburban liv- 
ing has created metropolitan regions with a hodgepodge of local school 
government. 

During the first half of the nineteenth centuty most states allowed 
social and economic forces to shape the structure of their school sys- 
tems. In the older states, however, the inadequacies of extreme decen- 
tralization were becoming serious by this time and efforts were being 
made to halt the trend. After 1838 voluntary union school laws began 
to appear in order to allow small elementary districts to unite for pro- 
viding secondary schools. After 1854 voluntary consolidation laws be- 
gan to appear. Although Indiana abolished the district system by 
Statute in 1852 and prohibited local taxes by court decision from 1854 
to 1867 on the ground that if such taxes were levied, the schools would 


not be uniform,” the abolishment of small districts by law did not oc- 
Since then most states have tried 


and penalties to counteract 
ut half the states have not 


cur in other states until after 1882. 
mandatory legislation, stimulation grants, 
extreme decentralization in structure. Abo 
been successful in legislating small districts out of existence. Penalties 
have not accomplished this purpose. Most attempts to stimulate re- 
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organization through grants-in-aid have been abandoned. Yet there is 
evidence in the experience of New York and Washington that a prop- 
erly conceived state-support program can eliminate extreme decen- 
tralization in school government. 


MANDATORY LEGISLATION 


The simplest, most rapid method of reorganizing districts is to man- 
date the smaller units out of existence. In this way the New England 
States between 1882 and 1909 were able to reduce the number of units 
from 13,214 to 1,616.” New Jersey in 1895 reduced its number from 
1408 to 374 by law.” Among the other states that had success with 
this method were Delaware, Indiana, Maryland, and Utah in addition 
to the county unit state of the south. On the other hand, mandates have 
failed in many other states because of the resulting inequalities in 
tax burdens, the long traditions of extreme decentralization, and vested 
interests. 

The only state in recent years to successfully legislate small units out 
of existence has been West Virginia. The creation of its county unit 
system was made possible by a breakdown in the local property tax, 
the imposition of drastic tax limits which made it impossible to support 
schools in small units, and the adoption of a new state-support pro- 
gram shifting most of the burden to the state. Hence, the reorganiza- 
tion did not create the local tax increases and tax inequalities which 
have nullified attempts to mandate structural reorganization in other 
states like New York. The state took advantage of depression condi- 
tions to identify the creation of large units with ptoperty tax reduction. 
Although it achieved administrative economy, it restricted the local 
initiative of the larger units. It moved toward increased centralization, 
although there are now signs of an awakening of local interest in the 
counties of West Virginia. Arkansas (1948) and Texas (1949) elim- 
inated a large number of small districts by law. 


UNSUCCESSFUL ATTEMPTS TO STIMULATE REORGANIZATION 


State efforts to combine school districts began with the union school 


laws of Massachusetts in 1838 and Connecticut in 1839. The move 
23 Abel, op. cit., p. 8. 
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ment spread gradually to other states: Michigan (1843), Vermont 
(1844), Ohio (1847), New York (1853), Maine (1854), Wis- 
consin (1856), New Hampshire (1857), and Delaware (1861). By 
1900 over half the states had such laws; and by 1913 all of the states 
had enacted laws for the consolidation of school units.” 

One of the first states to provide a financial incentive for consolida- 
tion of districts was New York. Under a law enacted in 1853 the state 
agreed to pay a union free school district the quotas to which a com- 
ponent district was entitled for a period of five years. Delaware had a 
similar provision from 1861 until 1915. Washington in 1909 adopted 
a similar law. After 1910 many states began to offer stimulation aid 
for reorganization. In 1911 Minnesota, North Dakota, and Oklahoma 
provided special aid for this purpose. In 1912 South Carolina was 
added. The next year Iowa, Missouri, and Tennessee made provisions 
for aiding consolidation. By 1923 half the states had stimulation grants 
for consolidation. In addition to the ten states listed above, the group 
included Georgia (1919), Idaho (1921), Louisiana (1914), Maine 
(1921), Michigan (1917), Nebraska (1915), Nevada (1915), Ohio 
(1919), Oregon (1919), Pennsylvania (1919), South Dakota 
(1919), Texas (1921), West Virginia (1921), and Wisconsin 
C1915.) 2° 

Neulen’s study showed that such states had no more success in 
achieving consolidation than the states that had no stimulation grants.” 
He did not examine the adequacy of the incentives or the reasons for 
their failure. Nor was he concerned with the fact that consolidation 
Was proceeding very slowly in both groups of states. All that his study 
shows is that the devices used up to that time were inadequate. A more 
thorough study of stimulation grants in New York and Washington 
shows that state aid will bring about reorganization if it is properly 
Conceived. 

Most states that had ineffective aids for consolidation have aban- 
doned them without examining the reasons for their failure. In 1947- 
1948 only seven states provided stimulation grants for reorganization 
(Iowa, Maine, Missouri, New York, Rhode Island, Washington, and 

5 Abel, op. cit, pp. 21-22, 
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Wisconsin). Except in New York and Washington the laws are in- 
effective. They will not assure consolidation of schools (Maine and 
Rhode Island) nor the creation of larger districts. They fail to recog- 
nize that the key to securing structural reorganization is controlling 
the tax rate. They failed to provide sufficient aid to transport pupils, re- 
house them, and offer a reasonable minimum program with a reason- 
able local tax rate. Such programs based upon inadequate foundation 
programs, matching, and failure to properly equalize the burden of 
transporting and rehousing pupils mean high tax rates for reorganiza- 
tion. 


SUCCESSFUL STIMULATION IN NEW YORK 


New York State for nearly a hundred years has been faced with a 
dilemma. If adequate state support is not provided in all school dis- 
tricts, the children are penalized for generations. If adequate suppott is 
given either in the form of equalization or general aid, then inade- 
quate school districts are subsided. Attempts to mandate structural 
reorganization from 1877 to 1917 failed over and over again. The 
only successful efforts have been the use of state support to stimulate 
reorganization in 1853 and 1925. Through these laws, the number of 
districts has been reduced from over 12,000 to less than 5000 at the 
present time. 

The fundamental weakness of general or equalization aid was rec- 
ognized in 1853. The State Superintendent of Common Schools pointed 
out that such aid operates as a penalty on the formation of large 
schools; indeed, it directly encourages and promotes subdivision.” In 
1853 the state enacted a union school law to overcome this tendency. 
Districts that united to form union free school districts wete given 
the aid to which component districts were entitled for a period of five 
years.” As a result, thousands of small school districts were abolished 
in practically all of the village centers of population and many of the 
cities, but small districts in sparsely settled areas continued to multiply, 
the peak of about 12,000 districts (an increase of about 70 districts 4 


year) in the state coming in 1865. Yet if it had not been for the 
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29 Laws 1853, ch. 433. 
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union free school law the total number probably would have exceeded 
16,000. By 1913 the number had been reduced to 10,500 (an average 
reduction of about 30 districts a year) through union or annexation.” 
Attempts to create a township school system by law failed in the Leg- 
islature in 1877, 1889, 1891, 1893, and 1894.” 

In order to foster more rapid consolidation of districts in rural areas 
the Legislature in 1913 enacted a law giving common school districts 
which consolidated the “former district quotas” (so-called double aid ) 
formerly given union free school districts. Moreover, the five-year limit 
on such quotas was removed.” The additional teacher quotas provided 
in 1919 increased the value of this incentive. It was increased again in 
1923 by allowing consolidated districts a nonresident academic tuition 
quota for pupils residing within the district.“ In 1924 the mandatory 
tax was reduced from $7.00 a thousand to $5.00, thereby removing 
one of the obstacles to consolidation.” Finally in 1925 consolidated 
districts were given a transportation quota equal to half the cost of ap- 
proved transportation.” 

The state had not yet found the key to voluntary district reorganiza- 
tion in sparsely settled areas. The “double aid device” had worked in 
densely settled centers, but it did not work in rural areas. Another un- 
successful attempt was made to mandate reorganization in 1917. Then 
attention again was directed at using finance to stimulate reorganiza- 
tion. By lowering the mandatory tax and providing transportation aid, 
the state was coming close to finding the solution. Between 1913 and 
1925 the number of districts was reduced by 600, or an average of 50 
a year.” The annual rate of decrease had been almost doubled, but it 
was still too slow. At that rate, it would take nearly two hundred years 
to eliminate small districts. 

The formation of central rural school districts had been authorized 
in 1914 and they were given the same state aid as union or consoli- 
5! Annual Report of Education Department. 
ae H. Griffey, The History of Local Schoo 
3 Laws of 1913, ch. 129. 
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dated districts. However, consolidation continued to be the preferred 
method because there was no particular advantage in centralization. In 
1917 central high-school districts superimposed upon common-school 
districts were permitted, but the overlapping control structure did not 
prove to be satisfactory; only five were formed. 

Legislation passed in 1925 finally opened the way for large-scale 
reorganization of rural districts. Passage of the Cole-Rice Law with its 
correction for sparsity of population made the “old-quota” system 
work in rural areas. For the first time new central districts were guar- 
anteed enough support to operate without excessive local tax rates. 
Furthermore, nonresident tuition for academic pupils residing within 
districts that had a high school was provided. The state had agreed to 
meet one-half the cost of transportation and one-fourth the cost of 
buildings.” Passage of the Friedsam Law in 1927 further increased the 
effectiveness of the old-quota device in rural areas. When the equaliza- 
tion grants were extended to one-teacher districts in 1929, the old- 
quota system made it advantageous to include large numbers of one- 
teacher districts in a centralization.” In the case of central districts, old 
quotas could be the quotas in effect before July 1, 1930 or the equaliza- 
tion quota, whichever was the larger.“ Between 1925 and 1935 the 
state created 177 new central districts, abolishing 2036 former dis- 
tricts, or an average of about 200 a year. The rate of elimination of 
small districts had been stepped up four times. 

Up to this time the state had been using trial-and-error devices to 
stimulate reorganization. The old technique of double aid had been 
extended until it worked. Recognition had been given to the fact that 
transportation and rehousing assistance were required. However, these 
were provided upon the old matching basis used in other stimulation 
aids. The implications of the devices used were not understood. 

The first comprehensive study of the financing of these districts was 
made by Burke. He clarified the implications of financing reorganiza- 
tion in this way: “State support must enable school districts to reot- 
ganize without increasing taxation merely because of reorganization.” 


38 Laws of 1914, ch. 55. 
39 Laws of 1925, ch. 673, 
4° Laws of 1929, ch. 357. 
#1 Laws of 1930, ch. 171. 
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Since he found valuation relatively low in rural areas, he concluded 
that high tax rates could not be avoided unless: (1) allowances for 
calculating equalization support corresponded with the actual expendi- 
ture levels required; (2) adequate correction was made for sparsity 
involving lower pupil-teacher ratios, the maintenance of small out- 
lying schools, or transportation; (3) the state provided the full cost of 
transportation up to a reasonable ceiling; and (4) sufficient aid was 
given for capital outlays to permit rehousing with a reasonable local 
tax effort.” 

He found that the devices used up to 1936 were very crude. Old 
quotas were sufficient in some cases to meet current expenses at the 
time and part of the cost of transportation and rehousing with a rea- 
sonable local tax rate. However, there were extreme inequalities under 
the old quota system that worked on a chance basis. It would not 
bring about centralization in all rural areas. Meeting three-fourths of 
the cost of rehousing placed an unduly heavy tax burden for debt serv- 
ice on low-valuation districts and curtailed the current expense pro- 
gram. The same was true of meeting half the cost of transportation. 
The $4.00 minimum tax rate in one-teacher districts and $5.00 min- 
imum in central districts also acted as a barrier to reorganization. 

The placing of building aid on an equalization basis in 1941 was a 
Step in the right direction,*® However, the allowances for calculating 
aid were too low to assure equalization, and the local contribution was 
too high to permit centralization at a reasonable tax rate. Moreover, 
transportation aid was put on the equalization plan in 1942. The for- 
mula for calculating aid is too complex and the extra one-mill local 
contribution placed an extra burden on a reorganized district.“ Yet, it 
was far better than the 50 percent reimbursement basis used before. 

In 1947 the Central School Committee on State Aid employed 
Paul R. Mort to propose a plan of support for central districts. He 
made the following proposals: GH) equalization support calculated on 
bases commensurate with present-day costs; (2) adequate correction 


for sparsity which will enable districts to meet the higher costs of small 


2 Arvid J. Burke, Proposed Changes in Financial Support for Rural Schools in 


Ny. State (1936), pp. 225 ff. 
5 Laws of 1941, ch. 932. 
* Laws of 1942, ch. 916. 


384 Financing Public Schools in the United States 


pupil-teacher ratios, maintenance of outlying schools, or transporta- 
tion without unreasonable local taxes; (3) equalization of the burden 
of existing debt service; (4) applying the sparsity correction to enroll- 
ments for calculating building aid and increasing cost allowances for 
capital outlay support; and (5) enabling centralization to take place 
under the minimum rate of $5.00 a thousand.” 

In spite of restrictive laws between 1936 and 1948 the number of 
centralizations increased by 168, making the total number 345. The 
number of districts was reduced by over 3000 or an average of nearly 
250 a year. Since 1925 over 5200 districts had been eliminated. 

The state in 1948-1949 finally put aid for central school districts 
upon a more rational basis. Central districts are allowed the full cost of 
transportation computed under a formula. In addition to the founda- 
tion program allowances they are allowed a sparsity correction that is 
much more equitable than the allowances under the old-quota system. 
The building aid formula has not been revised, but provision is made 
for equalizing the debt service of component districts, although the 
$3.00 tax rate for this is too high. The law does not yet assure cen- 
tralization with a reasonable tax rate in all types of districts largely be- 
cause of the inadequate allowances for capital outlays and debt serv- 
ice, but it will work in many cases. 

The importance of sufficient aid to rehouse pupils without increas- 
ing local taxes has been demonstrated in New York State. Until 1941 
the state paid one-fourth the cost of tehousing. The tax burden te 
quired to finance the other three-fourths discouraged centralization in 
low-valuation rural areas until 1933. After that date federal aid for 
buildings became available. During the period of federal school-build- 
ing aid, centralization took place at a tapid rate. Districts had to meet 
only a fourth of the costs by local taxation, This enabled reorganiza- 
tion to take place at reasonable tax rates in many instances. 


“THE EXPERIENCE OF WASHINGTON 


Washington has an outstanding record in the elimination of school 
districts through voluntary local action. The peak number of districts 


was reached in 1910 when there were 2710 in all. As a result of the 


45 P. R. Mort, The Crisis in Central School Fi mmittee, 
1947), pp. 1 f ‘ab School Finance (Report of the Co 
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aid provided for consolidation in 1909, the number was reduced to 
1323 by 1941. A new reorganization law enacted at that time brought 
the number down to 672 by 1946. Since the state has set 280 districts 
as its goal there remain fewer than 400 districts to be reorganized.” 

The aid for consolidated districts adopted in 1909 was very similar 
to the New York law. A consolidated unit for purposes of apportion. 
ment was given credit for 2000 days of attendance for each district in- 
cluded in a consolidation less one. This law like the New York law 
became increasingly effective after state aid was increased to $20 a pu- 
pil after 1920. This made the allowance about $600 for each district 
taken in and it was used largely to meet the cost of transportation un- 
til 1933. When in 1933 the grant for a day of weighted attendance 
was fixed at 25 cents and transportation aid up to 50 percent of the 
cost was included, the state was progressing toward a solution to the 
ptoblem. The cost of rehousing pupils was not yet provided for, but 
the combination of district quotas and transportation aid was provid- 
ing better equalization of the burden of transporting and rehousing 
pupils. With the passage of its new equalization law (1937) and its 
new reorganization and building aid laws in 1941 Washington like 
New York had reached a point where district reorganization could be 
achieved at a rapid rate through voluntary local action. Building aid 
allocated at the discretion of the state superintendent was an integral 
part of the reorganization act. Districts were assured enough funds to 
Meet current expenses without inequality in the local tax burden. 
Transportation was still on a 50 percent basis, but a special appropria- 


tion was made in 1941 to assist districts with a heavy local tax burden 
le at least to obtain reorganiza- 
local tax rate. Although the re- 
ch larger 
building 


for transportation. Hence, it was possib 
tion with considerable control over the 
Organization act expired in 1945, the state has assumed a mu 
portion of the transportation cost (80 to 90 percent) and 
aid was revived in 1947. 


REORGANIZATION AID 
tructural reorganization is an ade- 


ith full correction for sparsity of 
Superintendent of Public Instruction 


The first requisite for stimulating s 


quate level of equalization support w 
“ Thirty-eighth Biennial Report of the 
(1946), Washington, pp. 65-66. 
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population. The equalization program should contain adequate allow- 
ances for transportation and capital outlays so that pupils can be 
transported and rehoused without an unreasonable tax burden for 
these. Because territory most in need of reorganization tends to have 
less taxpaying ability than urban centers, attaining a reasonable local 
tax rate is impossible unless this prerequisite is met. The experience of 
New York and Washington demonstrates this. When the foundation 
program becomes inadequate due to a higher price level, reorganiza- 
tion slumps. 


PENALTIES 


Most states attempt to promote district reorganization by negative 
devices, reduced state aid for unsatisfactory districts, a low-level equal- 
ization program, a denial of sparsity correction, a higher local rate of 
contribution for equalization purposes, budgetary review, and other 
penalties. Such a negative approach assumes that failure to reorganize 
is a matter of local perversity and that denial of educational oppot- 
tunities to children will force the parents and taxpayers to do some- 
thing about district reorganization. There is no evidence that all of 
the penalties used in the past one hundred years have accomplished 
this purpose. Indeed, by neglecting the education of successive genera- 
tions, states have made it increasingly hard to bring about change. 
Structural reorganization is not brought about by perpetuating ig 
norance and low consumer standards in education. On the other hand, 
it is true that granting adequate state aid to unsatisfactory units also 
retards the formation of satisfactory units of administration. 

Three principles emerge from past experience with penalties. First, 
the penalty should be placed upon the local tax rate. This puts the 
pressure on the parents and the taxpayers and not on the children. 
Second, the full state foundation program should be made available 
to all children. Very frequently the local unit is not capable of pro 
viding this, but every local unit should be given the maximum suppo"™ 
it is capable of handling. Where this involves a certain degree of un- 
economical expenditure because of the inefficient size of the operating 
unit, the local rate of taxation for support of the program should be 
increased. The state is obligated to provide for sparsity, but not for 
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higher costs that are avoidable. Local taxpayers should be required 
to pay for the privilege of maintaining a small operating unit.” Third, 
every state should create a commission to make a master plan of school 
district organization. Each of these districts should be created at once 
to provide that part of the foundation program which cannot be pro- 
vided economically by the existing small units within its boundaries. 
The state funds denied the smaller units should be allocated at once 
to the new unit for administration. Reorganization aid of the kind de- 
sctibed above should be provided to facilitate the absorption of the 
smaller units into the larger. Gradually additional functions should be 
transferred to the larger unit and eventually all state funds should be 
apportioned to the larger unit. Only in this way can penalties be ad- 
ministered so as not to penalize the children. There will remain a 
group of wealthy unsatisfactory districts which cannot be reached 
either by penalties or positive stimulation. When most of a state is re- 
organized the remainder must be redistricted by state law. 


REDISTRICTING COMMISSIONS 


Even in states with inadequate financial provisions for equalizing 
local tax rates for support of a reasonable foundation program, many 
districts can be eliminated through state and local redistricting com- 
missions and voluntary local action. Where a desire for a better pro- 
gram can be created and the tax burden for the program is not pro- 
hibitive under reorganization, or where extremely high local rates 
already exist which might be reduced through reorganization, many 
reorganizations can be brought about. Recent experiences in Illinois 


and Kansas have demonstrated this to be true. 


SUMMARY 


The policy of stimulating educational development within states or 
school districts has serious drawbacks. It substitutes central direction 
for local initiative and public acceptance of the new undertaking. It 
causes unbalance in local programs by giving priority to the specially 
aided program elements. Where they are insufficient to meet the cost 
State Aid (1947), pp 


ne R. Mort and A. W. Schmidt, Technical Aspects of 
4E 
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of an undertaking, the grants tend to go to the wealthiest units, They 
can take advantage of them without an unduly high local tax burden, 

The trend is away from special aids and they have become rela- 
tively insignificant in total state support for schools. However, the 
policy still prevails (1949) on the federal level, a factor which tends 
to keep the policy alive on the state level. States which have aban- 
doned most of their older special quotas sometimes revert to the policy 
for new undertakings. Indeed, the policy has been present in many of 
the foundation programs for purposes of equalization. Special aids 
within a foundation program are subject to the same limitations as 
other special aids unless the allowances are adequate. 

The use of state support to stimulate district reorganization is not 
subject to the usual limitations of special aids. It strengthens local 
initiative. On the other hand, the allowances must be adequate to 
make possible the rehousing of pupils, the transportation of pupils, 
and the adjustment to sparsity with a reasonable local tax rate. 


READINGS 
Bittermann (5), chs. VII, VIII, and XVII; Educational Policies Commis- 
sion (50); Mort (111), chs. VII-X; Mort and Schmidt (119); National 


Advisory Committee (122), Part I, ch. III; Neulen ( 136); Swift (171), 
ch. X: Wrightstone (185). 


CHAPTER XV 


Central Support and 
Operational Responsibility 


The federal and state governments both finance centrally operated 
educational institutions. On the federal level, there are schools for mili- 
tary preparation, the District of Columbia school system, Howard Uni- 
versity, Columbia Institution for the Deaf, National Trainmg School 
for Boys, the Indian schools, the school systems on reservations and 
other special areas such as the Canal Zone and Oak Ridge, and schools 
for public-service preparation conducted by various departments and 
agencies of the federal government. On the state level, there are state 
universities, colleges, professional or technical schools, normal schools, 
junior colleges, libraries, experiment stations, agriculture and voca- 
tional schools, schools in unorganized territory, correctional schools 
and schools in penal institutions, schools for veterans, Indian schools, 
maritime schools, schools for the handicapped (e.g. the deaf, the 
blind, cerebral palsy cases, speech defectives, and spastics), schools for 
mental defectives, schools for orphans, extension services, and provi- 
sions for public-service education. States also have assumed responsi- 
bility for certain expenditures involved in local operations, such as 
teacher retirement; and they have provided certain services for local 
school systems. 

The fiscal importance of central operations in education is hot re- 
vealed by existing statistics. Operational responsibility is divided 
among a great many agencies, educational and noneducational. It is 
not always possible to segregate the financing of these operations from 


other Operational outlays. Sometimes the money for central operations 
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is deducted from central assistance for local government and is charged 
to local grants-in-aid or shared taxes. Appropriation bills sometimes 
include revenues from federal sources, endowments, fees, dedicated 
taxes and funds, and auxiliary enterprises, and sometimes all or some 
of these sources are excluded. Some appropriations include capital out- 
lays and others have separate capital outlays appropriation measures. 
Sometimes outlays for debt service and retirement are included in sep- 
arate appropriations. State accounting systems do not always reveal 
what is spent for central purposes as distinguished from service to lo- 
calities. 

A detailed analysis is available of state appropriations for education 
in California for the fiscal year 1947—1948. The total of $267,288,526 
is the largest in the nation. Grants-in-aid for local school operations 
total $204,434,814, made up of the following aids: child-care centers, 
vocational rehabilitation, handicapped pupils, kindergartens, elemen- 
tary schools, high schools, junior colleges, vocational education, and 
school buildings. Of the total appropriation, 76 percent is used to 
support local operations and 24 percent for state operations. Total ap- 
propriations for state operations in education amount to $62,853,712, 
which include the following: (1) University of California, $17,288,- 
467; (2) state colleges, $5,540,425; (3) special schools, $1,916,615; 
(4) purchase of textbooks, $2,200,510; (5) postwar employment re- 
serve $15,424,000; (6) assistance to veterans, $2,681,200; (7) teacher 
retirement contributions, $9,606,843; (8) Capital outlays for higher 
education, $3,667,547; (9) research, $2,100,000; and (10) miscel- 
lancous, including state education department operations, $2,428,165." 

A similar analysis of appropriations in other states for the fiscal 
year ending in 1948 shows that well ovet $700 million is involved in 
the financing of central Operations in education. The state appropria- 
tions for state institutions of higher education amounted to about $400 
million, but these do not always include all sources of revenue; sO 
more than $500 million must be allowed. The next largest item is for 
state-operated educational institutions below the college level, with an 
annual expenditure of at least $100 million. The third largest item is 


* California, Senate Investigating Committ i nd Report 
(4048), pp GS gating mittee on Education, Secon 
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state financing of employer contributions for the retirement or pension 
allowances of employees of local school systems, amounting to over 
$75 million a year. Federally operated educational institutions require 
at least $75 million a year; and state services for local school systems 
probably cost at least $25 million annually. 

The policy of central finance accompanied by central control and 
operation has paralleled the policy of central finance with varying de- 
grees of local control and operational responsibility. With new under- 
takings such as junior colleges, some states are following both policies 
at the same time. States with a strong tradition of localism may provide 
textbooks, thereby controlling local educational development; and at 
the same time they may be using central finance to assist localities in 
the operation of enterprises which could be transferred to the state 
without any serious loss of local control. State fiscal policy in most 
states needs to be harmonized. 


CENTRALLY FINANCED AND OPERATED EDUCATIONAL 
INSTITUTIONS 


HIGHER EDUCATION 


State institutions of higher education account for most central sup- 
port for centrally operated educational institutions. The policy of cen- 
tral control and operation of colleges and universities is one of the 
oldest adopted by the various states. The University of Georgia, char- 
tered in 1785, opened in 1801. The University of North Carolina, 
founded in 1789, opened six years later. Others among the oldest state 
institutions are these: Ohio University (1802-1804); University of 
South Carolina (1801-1805 ); University of Maryland (1807-1812); 
University of Virginia (1818-1819); and the University of Tennessee 
(1794-1820). The University of Indiana, founded in 1820, did not 
Open until later. The University of Vermont, a quasi-public institu- 
nen had its beginnings in 1791, but it did not become a state institu- 
tion until later and the University of Michigan received its pana 
from a university created in 1817, but did not become a state institu- 
tion until later? 


*A.B. Moehlman, School Administration ( 1940), p. 768. 
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Regular state support for both buildings and current expenses in 
state institutions of higher education was stimulated by the Morrill 
Act of 1862. In many instances general support came years after the 
founding of the institution. The University of North Carolina was 
opened in 1795 and became a state institution in 1821, but it did not 
receive regular state support until 1881. Ohio University opened in 
1808, but state support did not come until 1881. The University of 
Vermont as a state institution dates from 1838, but it did not receive 
regular state support until 1886. The University of Alabama was 
founded between 1820 and 1831; state support came in 1860. The 
University of Indiana also had its beginnings in 1820, but the state 
did not begin to support it regularly until 1867. The University of 
Michigan was incorporated into the state school system in 1837; it did 
not get regular state support until 1871, The University of Missouri 
was founded in 1839, but regular state support djd not come until 
1875. The University of Wisconsin as a state university dates from 
1848; but regular state support goes back only to 1876. The first ap- 
propriation for the University of Minnesota, founded in 1851, was not 
made until 1867 and the regular state support did not start until 1888. 

State-supported and operated universities or colleges are found in all 
states. Forty-six states now have state universities, Connecticut, Massa- 
chusetts, New Jersey, and New York (1948) having been added in 
recent years. Pennsylvania and Rhode Island do not have a state uni- 
versity, but they do have a state college. Indiana and Ohio have more 
than one state university. Thirty-seven states maintain one or more 
state colleges or professional schools exclusive of teachers’ colleges and 
normal schools. The states with the largest number are California, 
Georgia, Louisiana, New York, North Carolina, Oklahoma, and Texas. 
Forty states operate colleges or schools for teachers.* 

In recent years, especially since the end of the war, there has been a 
tremendous expansion of state institutions for higher education. At 


least nineteen states have state-supported and operated junior colleges 
3B. W. Blackmar, The History of Federal and State Aid to Higher Education 
(U. S. Bureau of Education Circular of Information No. 1, 1890) and c. H. 
Thurber, The Fiscal Support of State Universities and State Colleges (U. S. Office 
of Education Bulletin, 1924, No. 28). 
+U. S. Office of Education, Higher Educati i i Part Ill, 
1947-1948). > £128 ucation (Educational Directory, 
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or institutions of a similar character—Arizona, Arkansas, California, 
Colorado, Georgia, Idaho, Louisiana, Maryland, Massachusetts, Mon- 
tana, New Mexico, New York, North Dakota, Oklahoma, Tennessee, 
Texas, Utah, Washington, and West Virginia. Sometimes these are 
branches of the state university or the state colleges as in Arizona, 
California, Georgia, Louisiana, Massachusetts, Pennsylvania, Tennes- 
see, Texas, Utah, and West Virginia. Some states (e.g., California, 
Connecticut, Illinois, Massachusetts, Minnesota, New Jersey, and 
North Carolina) have opened branches or centers of the state univer- 
sity or state colleges in various parts of the state.” 

The state institutions of higher education, like the local school sys- 
tems, are coming to rely heavily upon appropriations for financial sup- 
port. However, all of them derive revenues from other sources. Federal 
grants, contracts with federal agencies, and tuition under the Service- 
man’s Readjustment Act are very important sources of support at the 
ptesent time. Some of these institutions continue to derive support 
from dedicated property taxes or other earmarked funds or sources. 
Student fees and charges for auxiliaty undertakings (dining halls, 
dormitories, athletics, and other services) on the average provide about 
15 percent of operating revenues.” 

With the expansion of state activities in higher education and the 
increase in financial outlays, state-operated institutions have become 
subject to increased budgetary and fiscal control. Most states have im- 
posed budgetary requirements, prescribed accounting systems, and 
controls over the acquisition and disposition of property." The trend is 
toward increased executive control." 

Most states have far to go in codrdinating their systems of higher 
education. However, the trend is toward substituting a single board 
of control for the separate boards, and most states have taken steps 
to consolidate control.’ In at least four states, Florida, Idaho, Montana, 


5 Ibid. ; 
eU. S. P A Higher Education, 1943—1944 and Presi- 
S. Office of Education, Statistics of Higher Higher Education (Report GE 


dent's Commission on Higher Education, Financing 

the Commission, Vol. V, 1947). ; 
"A. Brody, The American State and Higher Education (1935 ). 
3J, H. McNeeley, Authority of State Executive Agencies over 

(U. S. Office of Education Bulletin, 1939, No. 3). | j 1937 
J.F. Kelly and J. H. McNeeley, The State and Higher Education (193 ). 
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and New York, the state board of education exercises some control 
over the entire system of public education. The only states with a 
single university embracing all state colleges and professional schools 
are Nevada and Wyoming. Arizona, Connecticut, Maine, Minnesota, 
Nebraska, New Hampshire, Vermont, and Wisconsin have a single 
university including all except the teachers’ colleges. South Dakota 
(1896), Iowa (1909), and Kansas (1913) provided for unified state 
control of state institutions of higher education. Oregon (1929), 
Georgia (1931), and Mississippi (1932) took a similar step. North 
Dakota and Oklahoma also have moved toward unified control. Lou- 
isiana, North Carolina, Tennessee, and West Virginia have extended 
consolidation of control.” 


OTHER SCHOOLS 


All states maintain state schools below the college level. (1) Most 
states have special schools for the handicapped, particularly for the 
blind and the deaf. Some states also have schools for spastics, epilep- 
tics, persons with speech defects, cerebral palsy cases, and mental cases. 
Although the schools for the blind and the deaf generally are ad- 
ministered by the state education department; the others usually are 
under the control of other departments. (2) Practically all states have 
schools for correctional purposes. Many of these are becoming voca- 
tional or trade schools. Alabama, for example, changed its Negro 
reform school to an industrial school last year. These schools gener- 
ally are administered by penal or welfare authorities. In some states 
like California, Illinois, and New York, penal education is vety ad- 
vanced. California has a camp program. Illinois has a broad program 
of vocational and general education in its penal institutions. New 
York has schools in most of its penal institutions and its most modern 
prison has a very elaborate educational program. (3) Other types of 
schools are not found in many states, but one or more states have 
maritime academies, noncorrectional agricultural and vocational 
schools, schools for orphans, schools in unorganized territories, textile 
schools, Indian schools, special schools for Negroes, schools for vet- 

10 Moehlman, op. cit., p. 775. 
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erans, and facilities for public-service education. Such state-operated 
schools are financed almost entirely by appropriations. 

Certain states have established state tegional schools which relieve 
the local school systems of certain expensive operations. New York 
State beginning in 1906 opened a number of regional, state-operated 
and financed agricultural schools which have now become regional 
technical institutes. Main (1909) assumed the control, operation and 
support of public schools in unorganized territory. Connecticut 
(1915) substituted centrally operated and financed trade schools for 
state-aided-locally-operated schools. These are now state-operated re- 
gional vocational schools. Massachusetts also has state-operated voca- 
tional schools. Alabama has maintained a state trade school and in 
1947 authorized the opening of state-operated and financed regional 
vocational schools. South Carolina has area trade schools. Utah 
(1947) made the Central Utah Vocational School a state institution. 
Such schools are controlled and operated by the state boards of edu- 
cation and the education departments. 

An analysis of 1947-1948 appropriations for state-operated schools 
below the college level shows that New York ranks first, followed in 
order by Michigan, Connecticut, Massachusetts, Pennsylvania, Cali- 
fornia, and Illinois, each with over $5 million appropriated. The states 
Spending between $1 million and $5 million are New Jersey, Minne- 
sota, Indiana, Washington, Missouri, Louisiana, Texas, North Carolina, 
Kansas, Alabama, Iowa, Oregon, Maryland, Florida, Maine, and Rhode 
Island. The states with the smallest amounts involved include Dela- 
ware, Nevada, New Hampshire, South Dakota, and Wyoming, but 
these are relatively small or sparsely settled states. 


STATE ASSUMPTION OF LOCAL OPERATIONS 
All states provide for the local operation of public school systems 
with varying degrees of state oversight and control. Yet there is a 
discernible tendency in some states to assume complete state responsi- 
bility for certain operations. Because state-assumed operations are 
Sometimes financed by deductions from grants-in-aid or shared taxes 
Ort sometimes included in the budget for the state educational au- 
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thority, they often are not revealed by existing statistical data. Prob- 
ably North Carolina has gone farthest in this direction, but examples 
of the same policy can be found in other states. The operations most 
frequently assumed by states ate textbook selection and purchasing, 
supervision, and technical services. 


EXAMPLES OF CENTRALIZATION 


The outstanding illustration of centralization is North Carolina. 
Delaware has gone far in this direction; its state education department 
provides the central-office administrative, supervisory, and technical 

- services for the state unit schools. Pennsylvania, New York, California, 
Louisiana, Massachusetts, Michigan, Florida, Alabama, Wisconsin, 
Mississippi, and Connecticut show strong centralizing tendencies. How- 
ever, what is happening in these states, particularly North Carolina, 
Alabama, and New York, illustrates tendencies that can be found in 
most states. 

In North Carolina the state selects and purchases textbooks and 
supplemental reading materials for distribution or rental, instructional 
supplies, fuel and janitorial supplies, and transportation equipment and 
supplies; administers the transportation system; acts as a central treas- 
uty for local expenditures made out of state funds; and provides state 
insurance for school buildings. The state makes available to schools 
comprehensive supervisory services, preaudits local expenditures out of 
state funds, postaudits all local expenditures, accounts for expenditures 
out of federal and state funds, prepares the budget for local expendi 
tures from state and federal funds, approves budgets for local expendi- 
tures from local funds, prepares curriculum materials and visual aids, 
and supervises plant operation and provides a variety of field or super 
visory services for local school systems.” 

Alabama has attempted to secure many of the advantages of cen- 
tralization without going quite so far toward central control as North 
Carolina. Like North Carolina, it selects and distributes state-purchased 
textbooks, Like North Carolina, it exercises considerable control ov 
curriculum making through a course of study committee. It has 4 


“North Carolina, State Department of Public Instruction, State School Facts, 
Oct., 1947. id 
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State Building Commission to determine the critical building needs 
and to establish minimum standards for buildings. At the 1945 ses- 
sion it adopted a state sick-leave law for teachers financed by central 
funds and regulated by the state. The state has a public schools cor- 
poration to make short-term loans to school systems at a low rate of 
interest. School buildings can be insured in the state insurance fund. 
It provides for state purchases of busses by local requisition and exer- 
cises close supervision of the transportation system. It provides a 
variety of specialized services including architectural, operation and 
maintenance of buildings, school securities, budgeting, business man- 
agement, teacher placement, instruction, special services, and surveys.” 

New York State illustrates another type of central assumption of 
operational responsibilities. Through its legal requirements, regula- 
tions, curriculum bureaus, supervisors, and Regents examination sys- 
tem the state exercises considerable operational control over the con- 
tent of the curriculum and the type of teaching in the public schools. 
Through district superintendents, state agents of local jurisdiction, 
it exercises considerable administrative control over such matters as 
transportation and business management as well as having close super- 
vision of instruction and other operations. Central agents have final 
authority in school plant planning and many aspects of transportation. 
Through a large staff of auditors in the State Comptroller’s office the 
state exercises considerable control over the budgetary process. The 
state provides a variety of technical services for school systems (radio 
and visual instruction, traveling libraries, transportation, school plant 
planning, research, in-service education of teachers, finance and busi- 
ness management, rural administrative services, health and physical 
education, vocational education, law, adult education, child-develop- 
ment and parent education, guidance, testing, library service, proz 
Curement of surplus property, school lunches, rehabilitation, and vet- 
erans’ education). 


OPERATIONS FREQUENTLY ASSUMED 


_ One of the operations most frequently assumed by states is the selec- 
tions and purchase of textbooks. About a third of the states have the 


” Alabama, Department of Education, Narrative Report for 1947, pp. 88-89. 
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policy, which is rather general in the southern states. Besides Alabama 
and North Carolina, Arizona, Arkansas, Delaware, Florida, Georgia, 
Kentucky, Louisiana, Mississippi, New Mexico, Oklahoma, South 
Carolina, Tennessee, Texas, and West Virginia purchase books and 
distribute them to school systems. Florida purchases the books upon 
local requisitions. Georgia allows selection from a multiple list. Most 
states make the selection on the state level. Delaware, Louisiana, and 
Virginia provide library books, and other instructional materials. 
South Carolina rents state textbooks. California prints its own text- 
books. 

Another common operation assumed by states is that of rural super- 
vision. Here geographic location is not important. States in all sections 
of the country have moved in this direction. Connecticut (1907) as- 

- sumed full responsibility for rural school supervision. New York State 
(1914) took a similar step. Over a third of the states have provided 
state rural supervisory services: Connecticut, Delaware, Georgia, Illi- 
nois, Iowa, Kansas, Maine, Minnesota, Missouri, Nevada, New Hamp- 
shire, New Jersey, New York, Oklahoma, Pennsylvania, South 
Carolina, Texas, Vermont, Wisconsin and Wyoming.” Nevada, New 
Hampshire, New York, and Wyoming pay the salaries of district su- 
perintendents. Pennsylvania provides county and deputy county super 
intendents. New Jersey employs county superintendents and helping 
teachers. Connecticut, Georgia, Illinois, Iowa, Kansas, Minnesot, 
Missouri, Nevada, Oklahoma, South Carolina, Texas, and Wisconsin 
employ regional supervisors or superintendents. Delaware, Maine, and 
Vermont provide supervision from the state education department. 

All of the states provide some supervisory services or other services 
for local school systems, but accounting does not reveal the propor 
tion of services provided for localities as distinguished from state ovet 
sight. It is very probable that the various supervisors, curriculum 
bureaus, and other service agencies provide considerable service 
localities. A detailed analysis of the budgets and activities of state 
education departments probably would show more states actually 
provide local supervision than are listed above. Among the othe! serv- 


13 U, S. Office of Education, Supervision of Elementary Education As 4 Function 


of State Departments of Education (Bulletin 1940, No. 6, Mono. 8), PP: 12 
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ices provided by states for local school systems in one or more states 
should be mentioned specialized field services in administration and 
business management, traveling libraries, visual aids, health services, 
correspondence schools, surveys, testing services, workshops for teach- 
ers, and state purchasing on request. Many states recently appropriated 
funds for administering the federal school-lunch and surplus-property 
programs. This is only a partial list. A thorough study needs to be 
made of the services provided by states for localities. 

The policy of providing services for school systems is most impor- 
tant fiscally in the following states, judged by 1947-1948 appropria- 
tions for state education departments and specified services: North 
Carolina, Pennsylvania, New York, California, Louisiana, Massachu- 
setts, Michigan, Florida, Alabama, Wisconsin, Mississippi and Con- 
necticut. The policy involves relatively small outlays in Colorado, 
Idaho, Iowa, Montana, Nebraska, Nevada, New Hampshire, North 
Dakota, Oregon, South Dakota, Vermont, and Wyoming. However, 
these are the smallest, least populated states. Proportionately, they 
may have as much centralization as other states. 


STATE ASSUMPTION OF SPECIFIC LOCAL OPERATING COSTS 


Most states have relieved localities of a large operating cost by pay- 
ing all or part of the employet’s contribution for the pensions or re- 
tirement allowances of their employees.” All states except Colorado, 
Towa, Missouri, Montana, New York, North Dakota, Ohio, and Ore- 
gon made appropriations or shared taxes for this purpose in 1947- 
1948. Montana had a state appropriation until 1947. The total amount 
in the forty states exceeds $75 million a year. State appropriations for 
teacher retirement are relatively large in New Jersey, Pennsylvania, 
California, Michigan, and Washington (over $5 million a year). From 
$1 million to $5 million a year is contributed by the state in Alabama, 
Connecticut, Georgia, Illinois, Indiana, Louisiana, Maryland, Massa; 
chusetts, North Carolina, South Carolina, Tennessee, Texas, Virginia, 
and Wisconsin, The appropriations are relatively small in Delaware, 


National Education Association, Research Division, Statuatory Provisions for 


State-wide Retirement Systems (1946), p. 10. 
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Idaho, Kansas, Minnesota, Mississippi, Nebraska, Nevada, New Hamp- 
shire, New Mexico, South Dakota, and Wyoming. 

Although payment of employer's contributions for teachers’ re- 
tirement is the outstanding example of direct state assumption of part 
of local operating expenditures, other illustrations can be found in 
individual states, such as appropriations for sick leave in Alabama, 
South Carolina, and Tennessee and the county educational services 
provided in California. Under the California program the state pays 
for certain services provided by counties on the basis of budgets sub- 
mitted, These include supervisory, attendance, curriculum, school 
health, research, and guidance services and professional libraries plus 
certain expenses for tuition, transportation, textbooks, meetings, in- 
surance, and printing.” New York State (1948) adopted a similar 
plan for codperative or intermediate school districts which generally 
are larger than a county. 


CRITERIA FOR ALLOCATING OPERATIONAL RESPONSIBILITY 


The analysis of centrally financed and operated educational under- 
takings reveals certain guiding principles. (1) Central governments 
generally have assumed complete responsibility for educational under- 
takings of a highly specialized or advanced nature, e.g., universities, 
schools for the handicapped, correctional schools, and teacher-educa- 
tion institutions. These have been particularly suited to central opera- 
tion since the institutions must serve a large area and since the recruit- 
ment of highly specialized personnel requires the resources of a large 
unit of government. (2) Some central governments have assumed 
responsibility for regional schools not requiring as high a degree of 
specialization, e.g., junior colleges and vocational or technical schools; 
other states have attempted to stimulate localities to operate such 
institutions. Here the choice seems to depend upon tax resources and 
governmental simplicity. State operation eliminates another overlap- 
ping unit of government and overlapping local taxation. Many regions 
do not have the tax resources to support the enterprise; so state sup- 


port must be provided anyhow. (3) Central governments have as 


45 California State Department of Education, Fi j : son in Cah- 
i h Public Education m 
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sumed specific operations and operating expenses of locally operated 
school systems. Here no particular principle seems to apply. Regional 
practices, expediency, and the meeting of specific urgent problems 
seem to have been the governing considerations. Several students of 
administration have attempted to find a rational approach to the al- 
location of such responsibilities between central and local units. 


EXTERNA VERSUS INTERNA 


Strayer maintained that centralization should be limited to opera- 
tions which can be classified as “externa,” leaving the “interna” to 
local operation. He follows the European tradition of classifying as 
“externa” such things as compulsory attendance, buildings, health 
services, teachers’ salaries, supplies, transportations, insurance, pen- 
sions, debt service, and treasury operations. He classifies as “interna” 
matters which affect what is taught, how it is taught, and the out- 
comes of education. ® 

The distinction between externa and interna is not quite so clear as 
the terms imply. Local initiative and control of the educational 
process requires certain local controls upon externa. (1) The most ob- 
vious illustration is that of books and supplies. Local operators must 
be free to choose the books and supplies which they consider necessary 
to carry out their objectives. State adoption of books is a serious en- 
ctoachment upon local control. State purchase and distribution of 
books and supplies can be a serious restraint. Unless the state makes 
the purchase through local requisition, a state cannot have the ad- 
vantages of centralized purchasing of this type without getting into 
the interna, (2) School building control is another example. The 
State must guard the health and safety of children and it probably 
should enforce minimum educational standards in school building 
construction. Yet in some states, €.g., New York, many items of con- 
struction have been standardized, such as the dimensions of school 
rooms. Such standards restrict local operational efficiency. If the local 
educational program calls for standards which exceed the state require- 
ments, as in the case of the dimensions of classrooms, the locality must 


16G. D. Strayer, Jr., Centralizing Tendencies in the Administration of Publie 
Education (1934), pp. 11-15. 
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have the freedom to design a building suited to its operational pur- 
poses, program, and methods. A central government can assume re- 
sponsibility for externa only to the extent that it does not interfere 
with local operational freedom to exceed minimum standards in pur- 
posing, programming, and methods of obtaining results. 

Certain operations and expenditures can be assumed by a state with 
a minimum danger of encroaching upon the operational efficiency of 
local school systems. (1) The payment of employer contributions for 
retirement of school employees can be centralized. It simplifies financ- 
ing, frees local funds for local initiative, and represents an expendi- 
ture for social welfare and only indirectly for education. (2) Central 
government can assume responsibility for expenditure like insurance 
and debt service, incurred to meet state minimum standards. This is a 
potential economy and it frees local resources for fulfilling the main 
purposes of schools. (3) The state can centralize health and welfare 
services, other than instructional, provided in schools. These services 
are not educational and they require school funds for services which 
should be charged to other functions of government. (4) The state 
can centralize the purchase of books, equipment, and supplies, pro- 
viding a local school system can obtain on requisition the material it 
needs for its purposes and providing localities are free to buy elsewhere 
with their local revenues. (5) The state can centralize treasury opera- 
tions involving state funds. This eliminates many local expenditures 
for bonding, clerical work, and other treasury operations. (6) The 
State can operate the transportation system providing local administra- 
tion can supervise the behavior of pupils being transported and pro- 
viding localities can use the transportation facilities for local educa- 
tional purposes, paying the cost of these operations from local funds. 
Transportation expense makes hardly any direct contribution to edu- 
cation and it is expensive, particularly under local operation. State 
assumption of this cost strengthens local school government by re- 
leasing funds for educational operations. (7) Technical or central- 
office staff services can be provided from the education department 
in small states and preferably on a regional basis in larger states. The 
safeguards required are that the services be advisory only, that the 
staff be identified as closely as possible with the region served, and that 
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the final decision be left to the local unit. Among the staff services 
that cannot be provided economically by most local operating units 
are personnel technicians, finance and business management specialists, 
architectural and school building planning experts, psychological 
services, specialists in curriculum construction, instructional method- 
ology and testing specialists, research workers, and specialists in the 
various services such as guidance. 


OPERATIONAL RESULTS 


The ultimate test of the proper allocation of operational responsibil- 
ity in education is effectiveness or results. Results must be measured 
not only in terms of planned outcomes, but also in terms of concomi- 
tant cutcomes. It is generally believed that one of the chief values 
of local operations is the effect of close participation in government 
upon the citizens. It is also assumed that local operation implies a 
greater sense of citizen responsibility for results, efficiency, and econ- 
omy. Yet close observation of both central and local operation of 
schools may show that the achievement of results does not depend 
merely upon the allocation of responsibility. The full potentialities of 
centralization have not been achieved in a state like Delaware. The 
hopes of decentralization have been far from realized in the New 
England states and New York. It is hard to find an ideal case of cen- 
tralization to compare with an ideal case of decentralization to de- 
termine the results. ; 

Cillié attempted to compare the results of a highly centralized 
school system (New York City) with the decentralized school systems 
in the New York City metropolitan area." It is very likely that the 
decentralized school systems are among the best-operated local units 
in the county; so the comparison may involve factors other than the 
degree of centralization. Furthermore, the study is subject to the limita- 
tions of the criteria used; so the study does not attempt to make any 
generalizations. It merely suggests that many aspects of business man- 
agement tend to be better in a centralized system since the unit costs 
of providing them are relatively low. Other services such as care of 
the handicapped and research where the unit costs are relatively low in 


"F, S. Cillié, Centralization or Decentralization (1940). 
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a large school system seem to be more general in the centralized school 
system. In instruction and other services requiring flexibility, adaptabil- 
ity, and attention to individual differences among children the advan- 
tage appears to be in favor of the decentralized school systems. How- 
evet, in most provisions for individual differences, teacher improvement 
in service, personnel administration, enrichment of the curriculum, 
plant and equipment, and general administration, the factor of cen- 
tralization or decentralization may not be too important. These char- 
acteristics seem to opetate independently of the control structure. 

There is need for further studies of the type made by Cillié. In all 
probability such studies would show that centralization has potential 
advantages in certain operations; that the crucial educational process 
potentially will foster best under decentralization; that in many services 
it will make no difference as far as results are concerned whether the 
operations are performed locally or centrally. Yet caution must be 
exercised in this approach. Certain educational processes are closely 
interrelated and in management must be considered as a whole. Even 
where a certain function might appear to be suitable for transfer to 
central operation, it may be possible that it should be left to the lo- 
cality because of its inseparability from other functions. 


OTHER CRITERIA 


Cyr, using the criteria of efficiency and economy in operation, demo- 
cratic control, specialization of functions and definiteness and clatity 
in allocation of responsibility, would assign almost all operational re- 
sponsibility to community and county units of government." He would 
assign to the state only the determination of minimum standards fot 
teachers, the establishing of minimum salaries to enforce the minimum 
standards, the equalization of financial support, the enforcement of 
certain financial safeguards, recommendations relating to instructional 
materials and buildings, and the regulation of attendance. 

Cyr allocated almost all operational responsibilities to the local 
operating unit, even purchasing, treasury operations, and transporte 
tion. It would be possible to allocate these to the county ot the state 
without violating his criteria providing certain safeguards as to loca 


18 F, W. Cyr, Responsibility for Rural-School Administration (1933). 
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control were preserved. There is no particular reason why health serv- 
ices or supervision provided by a county unit would be superior to the 
same services provided directly by the state. 


FUTURE DEVELOPMENTS 


It will become cleat as time goes on that present methods of at- 
taining an optimum or minimum degree of education through varying 
amounts of central finance combined with local operation will not 
attain maximum returns for money spent. States will desire to capi- 
talize upon the advantages of central units in such matters as put- 
chasing, business management, and personnel management. Why 
should a state allow funds for materials or equipment purchased at 
tetail prices when the state unit can obtain them at factory prices? 
Why should a state apportion funds sufficient to employ competent 
professional service when local personnel policies and practices some- 
times preclude the employment of the competent? Why should the 
state extend support for debt service created locally when the state 
can obtain credit at lower rates? It will become clear that more edu- 
cational service can be provided with the same money by taking ad- 
vantage of central operation. The tendency toward complete centrali- 
zation while retaining the paraphernalia of local government will 
continue, 

States, rather than moving toward complete centr 
disctiminate centralization of particular functions as 
place, should attempt to secure a rational segregation 
functions. Thereby, they can attain both the advantages of centraliza- 
tion instead of the disadvantages of both. Some institutions and opera- 
tions should be controlled, operated, and financed by the state. Others 
should be controlled, operated, and financed locally with the minimum 
central financial support necessary to Correct for lack of taxpaying 
ability in certain local jurisdictions. Localities will continue to be pri- 
marily responsible for elementary and secondaty schools, but they 
will be relieved of many of the ancillary costs which have no direct 
beating upon educational results. Their resources will be freed to 
finance the purposing, programming, and methods of attaining their 
Purposes. States should relax many of their requirements affecting the 
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curriculum, the program, and the materials used. They should abandon 
central financial controls such as budgetary review, preaudits, and tax 
limits which restrict local operational freedom.” 


HARMONIZING CENTRAL POLICY—A SUMMARY 


Both the federal and state governments operate schools and carry 
on educational activities financed like other governmental functions. 
Some operations and operating expenditures of local school systems 
are financed directly by states. Oftentimes centrally financed operations 
are carried on by a number of agencies and there is no rational policy. 
Some states have assumed direct responsibility for operations which 
should be left to the local operating unit. Some have failed to assume 
direct responsibility for operations or operating expenditures which 
would free local resources for initiative in education. 

The division of operational responsibility between central and local 
governments must be placed upon a rational basis. Present policies 
seem to be based upon piecemeal solutions to particular difficulties 
without considering principles. 

This survey of state policy has shown that most states are pursuing 
conflicting policies. Even the literature of school finance reveals con- 
flicts in outlook. Those who have stressed equalization have tended 
toward centralization. Those who have stressed the virtues of local 
initiative often ignore the glaring shortcomings of education in certain 
poor states and within extremely decentralized state school systems: 
They tend to sacrifice the attainment of a reasonable foundation p10- 
gram of education through federal and state equalization support com- 
bined with local support, for tax sharing, per-capita grants-in-aid, 
low-level state-supported equalization programs, and stimulation 
grants which perpetuate the extreme disparities in educational offerings 
which occur under decentralization. Others unconsciously combine ele- 
ments which tend toward centralization and others which favor de- 
centralization. The fundamental issue for a state to decide is whether 
or not it shall attempt to achieve a centralized or a decentralized school 
system. If it decides to retain decentralization, it must reëxamine its 
policies to determine those which are out of harmony with this objec- 


19 Mort and Reusser, op. cit., pp. 399—401. 
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tive. If it is going to combine centralization and decentralization, it 
must find a rational basis for allocating operational responsibility 
which will attain the maximum good from both policies. 


DECENTRALIZATION GOALS 


The National Education Association recently released a publication 
on school finance goals which presumes that all states should work 
toward a decentralized pattern of operation.” The bulletin lists sev- 
enty-seven school finance goals. 

Some of these goals are pragmatic and arbitrary and may not hold 
true under all conditions. (1) The fundamental test of central support 
is the adequacy of the educational provisions possible under the level 
of support guaranteed in every operating unit. Average expenditures 
have little value in determining adequacy; what is important is the 
educational returns possible at a given expenditure level. Maintaining 
an expenditure level of at least 80 percent of an average does not mean 
anything unless the average is sufficiently high to yield reasonable 
results. The same holds true for teachers’ salaries. The national average 
does not mean anything. What is important is the caliber of personnel 
who can be attracted and retained at the salaries paid in a given state 
or locality. (2) There is no known arbitrary percentage of income 
which should be spent for public education. All that the percentages 
show is what certain states have been able to do over a period of years. 
If a state must spend a higher percentage of its income to attain an 
adequate and defensible level of schooling and other states have been 
paying that percentage for decades, it is rather difficult to raise the ob- 
jection of inability to pay. (3) There is no particular reason for re- 
quiring communities to contribute the yield of a specified local prop- 
etty tax. They should be free to raise the local contribution for 
support of the foundation program by any local taxes authorized for 
school government. It is entirely possible that economic indexes of 
ability to pay and local nonproperty taxes will become more common 
in equalization programs. (4) There are no arbitrary norms for ele- 
mentary versus secondary school cost allowances. State-support pro- 


20 National Education Association, Research Division, School Finance Goals 
(1946). 
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grams must advance with practice, the long-term trend being toward 
bringing the two closer together. Tuition allowances are unnecessaty 
where allowances for operating expenditures are realistic. (5) The 
problem of capital outlays is not as simple as the goals imply as shown 
in Chapter XII. (6) The division between equalization support and 
general aid cannot be determined upon the basis of fixed percentages. 
It depends upon the size, strength, and taxing powers of local units of 
government and the taxing potential of the state unit with due regard 
for the methods of financing other locally operated government. There 
may be no general support under certain conditions. (7) It is impos- 
sible to set a minimum percentage of funds to be obtained from state 
sources. Again it depends upon the size, strength, and taxing powers of 
local units and the whole pattern of state and local fiscal relationships. 
(8) The goal of obtaining 99 percent of state revenues from non- 
property taxes may be unattainable in a predominantly rural state. 
The percent of state revenues derived from income taxes depends toa 
large degree upon federal income-tax policies. (8) The only sound 
goal where earmarking prevails is to require the legislature to appro- 
priate from general funds the amount necessary to meet obligations to 
local units where the yield of the tax or taxes is insufficient. 

The goals are formulated in a framework of local control and op: 
eration of schools from the nursery school through the junior college, 
inclusive of all responsibilities except teacher retirement, teacher prepa- 
ration, and insurance. Yet certain of the goals easily could militate 
against this pattern. (1) Basing the foundation program upon teachet 
qualifications can easily become a means for aiding the fiscally strong 
units which can supplement state funds to compete for personnel. 
(2) Review of budgets by state agencies even if confined to minimum 
requirements can easily substitute state direction for local policy de 
termination. In budgeting, the educational program must be looked 
upon as a whole. It is virtually impossible to separate state concern 
from local concern. Unless there are relatively few state minimum 
requirements which can be enforced without budgetary review, locali- 
ties are denied the freedom and flexibility necessary to achieve results 
and adapt to changed conditions or to increased insight into the educa- 
tional process. (3) Requiring school systems to spend any fixed per 
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centage of their budgets for any purpose restricts operational freedom. 
Local units must be free to make optimum combinations of personnel 
and matériel expenditures to attain results. (4) Although the issuance 
of callable bonds is often desirable, it is not necessarily the best policy 
under all circumstances. (5) As pointed out in the preceding chapter, 
stimulation grants can substitute central direction for local initiative. 
A decentralized state school system should look to local units for prog- 
tess. Central government should strengthen the structure, fiscal health, 
and taxing power of local government so that it can adapt itself. It has 
not been demonstrated that stimulation grants are necessary with an 
adequately supported foundation level. (6) It is questionable if any 
special funds beyond the foundation level are necessary if the founda- 
tion program is properly conceived. (7) The enforcement of school 
building standards is not always a step in the right direction. Some 
state minimum standards prevent localities from attaining educational 
purposes equal to or better than those presumed in the standards. 
Minimum standards in school construction should be used sparingly 
to protect the health and safety of pupils. Building standards based 
upon current or past practices can freeze operations into a mold for 
decades. 

Most states which take for granted that they are moving in the direc- 
tion of decentralization have made serious inroads upon local opera- 
tional freedom. Any state desirous of attaining the potential advantages 
of a decentralized structure must eliminate from its policies state adop- 
tion of textbooks, required state courses of study, required state ex- 
aminations, most so-called minimum requirements and regulations af- 
fecting the educational program, the physical plant, and methods of 
achieving results. Mandates must be reéxamined and most of them dis- 
carded. Inspection, preaudits based upon a narrow interpretation of 
law, detailed reporting, budgetary review, and restrictions on local 
budgetary and taxing power must be removed. If existing local gov- 
ernment is not functioning as it should, the state must move toward 
teorganizing it, strengthening it, and providing it with the technical 
assistance required for successful operation. 

The final test of the operational superiority of locally controlled 
education will be the results achieved. States must avoid actions which 
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contribute to failure, such as attempting to get localities to assume 
educational undertakings beyond their capacity to support and admin- 
ister, usurping a large part of local taxing power to fulfill state pur- 
poses, failing to provide an adequate level of equalization suppott, 
exercising discretionary powers over support, permitting extreme de- 
centralization, not providing competent leadership, technical assistance, 
research service, and public-relations programs designed to raise con- 
sumer standards in education, stressing legal restraints and enforcement 
of regulations, having lax certification requirements for management 
and instructional personnel, and not studying the functioning of the 
system and taking steps to improve any shortcomings discovered. Suc- 
cessful local operation does not imply state indifference. Indeed, it re- 
quires positive state action, such as centralization of certain undertak- 
ings which would strain local resources, equalization support sufficient 
to release taxing power for local initiative, strong professional leader- 
ship, and sufficient field and technical services of the type which cannot 
be provided economically in small units of government. Above all, the 
local budgetary process must be unrestricted—state support must be 
predictable in advance and guaranteed for the budgetary year. Changes 
should not be made without notice in advance of budget preparation. 


CENTRALIZATION GOALS 


Unless states are going to abandon many of their controls over pto- 
gram, curriculum, teaching methods, budgets, taxing power, and local 
management, they should attempt to secure the advantages of centrali- 
zation without the disadvantages of decentralization. Delaware, eg» 
has not attained the full advantages of central operation in such mat- 
ters as transportation, purchasing, and personnel management. While 
exercising central budgetary control, it retains the expensive structure 
of local government for many operations. North Carolina has not fully 
realized the potentialities of central operation while restricting local 
operational freedom. New York, in fact, has a high degree of central 
ized control over matters which should be left to local initiative while 
allowing considerable operational freedom in matters which might i 
well centralized. Although its local units are having great difficulty * 
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maintaining existing programs, it is attempting to stimulate local op- 
eration and financing of junior colleges. 


READINGS 
Cillié (21); Morrison (107), ch. X; National Education Association 
(129); Strayer (166); Swift (171), chs. V and XIX. 
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CHAPTER XVI 


Management and the Budget’ 


The attainment of maximum returns for public school expenditures 
depends upon the competence of management in the operating units. 
Central controls, supervision, structural reorganization, or improved 
federal and state school finance practice cannot overcome shortcom- 
ings of management. Management must have a concept of its true 
function, secure an effective and efficient organization, apply sound 
principles, and make full use of the potentialities of the budget and the 
budgetary process. 


THE MANAGEMENT FUNCTION 


Financial management is not something apart from educational ad- 


ministration. The economies or wastes possible in business manage- 
th those in educational manage- 


cision has financial implications, 
pet educational operations in a 
ded as an integral 


ment are insignificant compared wi 
ment. Practically every educational de 
and minor finance decisions can ham 
P way. Management of schools should be regar: 
whole. 


MANAGEMENT DEFINED 


Management is the bringing about of coördinated human action to 
dicious use of means (the secur- 


achieve agreed-upon ends. It is the ju 
ing of the best possible combination of personnel and materials) to 


1 Based upon chs. VIII and IX of A. J. Burke, Defensible Spending for Publie 
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attain the objectives.” It is the skillful control of all factors to secure 
the “maximum beneficial results” with the “minimum expenditure of 
social resources.”* 

Management is human, personal, and organic, not mechanical, im- 
personal, and routine. It accumulates the contributions of all personnel 
directly or indirectly involved in the process; organizes their ideas, 
conclusions, reactions, criticisms, or suggestions; and provides convinc- 
ing evidence for or against proposed policies. Once policies have been 
adopted, management plans, organizes, codrdinates, and promotes the 
codperative execution of the policies. Through management the re- 
sponsibility and authority necessary to attain results are delegated. At 
all times management is aware of the personal values, factors, and 
problems involved and is able to lead, stimulate, and secure collabora- 
tion, coöperation, and codrdination and to minimize friction, inefi- 
ciency, and wasted effort and material. Character, personality, energy, 
proper attitudes and behavior, and self-control are requisites in man- 
agement. Management is always dealing with personalities and theit 
codrdination,* 

Competence, coérdination, and control resulting in economy and 
efficiency of Operation are the signs of good public management.’ How- 
ever, democratic control of public management by citizens should not 
be confused with political control. The ends or fundamental policies 
should be determined by the citizens or their representatives. Devising 
means to attain the ends or carry out the policies is the function of 
management. To fulfill its function, management should be unified 
under one professional executive responsible to the legislative of 
policy-making body. Executives should be selected upon the basis of 
their competence, should have tenure during competency, and should 
not be elected by popular vote. Executives should not be surrounded 
with restraints and controls which destroy initiative. They should be 
held responsible for results through audits, reports, and surveys by out- 


side experts.’ Executives should be prepared at all times to justify their 
A e me Walker, Public Administration in the United States (1937), p. 17 
ty p. 8. 
* See E. H. Schell, Administrative Proficiency i i 
LA y in Business (1936). 
ioe Walker, op. cit., pp. 8 ff., and J. M. Pfiffner, Public Administration (1935), 
ê See Walker, op. cit., pp. 13 ff. 
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decisions and actions and should keep the public and legislative bodies 
informed upon their plans and activities, 


DELEGATION OF RESPONSIBILITY 


Legal responsibility for the management of public schools tradition- 
ally has been delegated to lay boards. As public education evolved, 
intelligent boards of education recognized that laymen were not com- 
petent to direct the operation of schools and they delegated responsi- 
bility to full-time executives. Unfortunately many school boards, espe- 
cially in small school districts, did not delegate sufficient responsibility 
to assure efficient management. Frequently schoo! boards have retained 
administrative control over the most important functions of manage- 
ment, such as the selection and employment of personnel—teaching 
or nonteaching. Financial or business management often has been con- 
ceived as a function independent of educational management, and re- 
sponsibility for business affairs has been retained by school boards, 
committees of school boards, individual board members, attorneys, 
business managers, clerks, and others independent of the superintend- 
ent of schools. Moreover, school executives sometimes are elected or 
appointed for reasons which do not guarantee professional or execu- 
tive competence; and some school executives are not masters of the 
professional knowledge and administrative techniques which have been 
developed in the past twenty-five years. Where such conditions pre- 
vail, it is almost impossible to get the kind of management required to 
obtain the maximum educational returns with the minimum of waste. 

Delegation of full responsibility for management to a professionally 
and personally competent executive alone does not insure the best 
management of schools. Just as lay school boards cannot claim compe- 
tence in the administration of schools, the superintendent cannot claim 
competence in the performance of all the technical educational and 
business responsibilities which should be delegated to him by school 
boards. As shown by Moehlman’ the specific responsibilities of school 
Management may be classified into eleven categories; formulating a 
comprehensive educational policy, developing a school plant, selecting 
and organizing personnel, developing a curriculum, promoting attend- 


7A. B. Mochlman, School Administration (1940), p- 260: 
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ance, operating the plant, developing records, appraising the efficiency 
of operations, supervising program and personnel, interpreting the 
community and the schools, and securing and expending school mon- 
eys. No one person can perform all of these classes of service compe- 
tently. As the following analysis of financial management will show, 
no one person alone can perform efficiently all of the responsibilities 
involved in such management. Yet, in small school systems especially, 
school executives are trying to assume responsibility for performing 
functions ranging from supervising Latin and planning school build- 
ings to selecting music teachers and purchasing soap. Too many school 
administrators fail to recognize the limits of their professional compe- 
tence. 

The responsibilities of the superintendent of schools preclude his 
assuming direct responsibilities for performance of many operational 
details. To guarantee good management the superintendent of schools 
must see the program as a whole and be able to secure the coordination 
and balance of personnel and material to achieve the results desired, 
but he must have the technical assistance necessary to perform all op- 
erations efficiently. 

According to Moehlman® the chief operational responsibilities of 
the school executive are: to plan a system which will carry out the 
policies adopted by the school board; to select, assign, and codrdinate 
personnel in carrying out the plan; to keep operations going smoothly 
and efficiently; to provide means and incentives for the continuous im- 
ptovement of personnel and Operations; and to furnish leadership. 


THE FINANCE FUNCTION 


School management in common with other types of management 
has developed tools for financial management—the budget, procedures 
for handling funds, payroll procedures, purchasing procedures, records, 
accounts, reports, audits and other safeguards. These administrative 
procedures and techniques, however, can become unduly elaborated 
and magnified beyond their importance. Detail and routine easily © 
be substituted for management or leave little time for management 


5 Ibid., p. 261. 
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Where procedures and techniques become ends in themselves and 
management becomes enslaved to them, the making of wise expendi- 
tures is replaced by detailed accounting for unwise expenditures. All 
aids to expenditure management ate relative to the size of the school 
system and should be subordinated to prudent management. They 
should be functional and simple and be performed by persons with 
appropriate ability, preparation, and understanding. The executive 
should understand and use these details but he should not become in- 
volved in them except when something goes wrong. The executive and 
his chief assistants should reserve their energies for the important func- 
tion of making wise decisions on matters affecting the values received 
for money spent. 

The major responsibilities which affect the returns for money spent 
should be considered in financial management. These include: (1) 
delegation of administrative responsibility to persons possessing the 
necessary professional or technical competence, (2) the budget, (3) 
personnel, and (4) the use made of personnel and materials, Certain 
improvements possible in these four elements will be emphasized in 
this treatment. 

Management, in making the budget and in its day-by-day operation 
of the schools, must be aware of certain decisions which have the great- 
est potentialities for waste or economy. Personnel decisions generally 
have the greatest influence upon expenditures, but other decisions, such 
as those relating to use of personnel, the selection, purchase, storage, 
distribution, use, and care of materials; the operation, maintenance, 
and protection of plant; the creation of indebtedness; and the con- 
ducting of related enterprises, such as transportation, cafeterias, offices, 
and laundry service, cannot be neglected. Safeguards and other aids to 
prudent management of income and expenditures should be used to 
the fullest extent, but they should not handicap the making of wise 
decisions relative to what is to be financed with public school funds. 
Adjustments to cyclical or long-term changes in prices and income also 
create some of the most baffling and pressing problems which man- 
agement must face. Variations or differences in expenditure levels or 


unit expenditures always offer a challenge to management. Their 


Meaning and significance must be understood. 


420 Financing Public Schools in the United States 


ORGANIZATION 


The coördination of human effort to achieve a purpose requires 
organization. The finance function has a place in organization, but as a 
service, not as a control. Finance should facilitate accomplishment, not 
impede it. It is subordinate to the function of the institution. 


ORGANIZATION DEFINED 


Organization is a systematic division of responsibilities and effort, a 
cordination of thinking and action, to achieve a purpose. Organization 
presumes a group of persons working toward common objectives. 
Through organization, group activities approximate the organic unity 
of individual activity. 

There is no one type of organization suitable for all purposes. The 
achievement of military objectives, production of automobile tires, col- 
lection of Community Chest funds, or the education of children do not 
necessarily call for the same type of organization. The varying pur- 
poses may make different demands upon individuals concerned. The 
manufacturing of a product by machine methods calls for very different 


relationships among participants than does the rendering of a service 
like police protection. 


TYPES OF SCHOOL ORGANIZATION 


During the past quarter of a century the organization recommended 
for public education has had the following characteristics: (1) a small 
board of education elected by the people and responsible to them for 
the conduct of the schools; (2) the legislative function to be vested in 
this board functioning as a whole; (3) the chief executive to be se- 
lected by the board and responsible to it for executive functions; (4) 
the executive to have centralized responsibility and authority; and 
(5) the executive to delegate responsibility and authority to subordi- 
nates, 

This pattern of school Organization is the outgrowth of weaknesses 
in the type of organization which preceded it. It has been adopted to 
correct the inefliciency, waste, and corruption inherent in that type of 
organization in which matters requiring professional expertness had 
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been left to a number of standing committees of the board of educa- 
tion, who often acted independently of each other and of the board as 
a whole. It has aimed to achieve the codrdination and efficiency in- 
herent in the business or industrial organization. 

There has been a growing demand for more democracy in school 
administration and a more democratic organization would be better 
for attaining the purposes of education. Democracy in organization is 
highly desirable and effective for thinking. It offers the clash of opinion 
out of which comes creation, inventiveness, and other types of pro- 
gressive thinking, except that without synthesis it may result only in 
confusion and conflict. It is hardly ever effective, however, as a way 
of getting things done. Social experience has demonstrated the fact 
that when action is needed there must be responsibility fixed in some 
one individual. These observations must be taken into account in 
school organization. 

Educational organization can be conceived as being concerned with 
two interrelated functions: (1) thinking or planning and (2) doing 
or executing. These two functions must be so organized that each will 
contribute to the other. Personnel engaged in “doing” should have an 
Opportunity to think, evaluate, and criticize through channels which 
will result in an improvement of the process. Those engaged primarily 
in “thinking or planning” should have an opportunity to share the 
experience of those who know the realities of trying to put plans, 
policies, or ideas into effect. They should also have an opportunity to 


have sound ideas tested in practice. 


ORGANIZATION AND FINANCE 

A school organization which stimulates individual growth, thinking, 
creation, and invention and pools the results of collective thinking 
and experience to devise better ways of achieving results and which, 
through a division of responsibility and effort, clear-cut lines of re- 
sponsibility and authority, and careful attention to human relation- 
ships, makes possible smooth and efficient operations with a minimum 
of friction and waste of time and materials, contributes to a major pur- 
pose of financial management, the attainment of maximum returns for 
money spent. It contributes much more than could be achieved by a 
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very competent, highly trained, and well-organized financial or busi- 
ness staff. 

The size and organization of the staff handling the financial and 
business affairs of a school will vary with the size and complexity of 
the school system. However, certain general principles have evolved 
which apply to all systems. (1) The board or legislative body having 
responsibility for educational policies should have control over the 
financing of those policies, subject only to the will of the people in 
the unit of government concerned.’ Otherwise, the body having con- 
trol of finance has in fact assumed responsibility for determining edu- 
cational policy. (2) The board of education should have control over 
the services involved in financing schools except where the codperative 
arrangements with other local units of government are feasible. (3) 
The financial management of schools is a responsibility of the execu- 
tive. Persons responsible for business affairs should be directly respon- 
sible to him and not directly responsible to the board.” Dual responsi- 
bility presumes that financial management is an end in itself and not a 
means for securing the maximum educational results with the mini- 
mum outlay. The purpose of the schools is to educate, and those re- 
sponsible for administering finance should not be in a position to 
control education, as often is possible under dual organization. 

In a large school system employing one or more specialists in fi- 
nance, the budget, insurance, management of assets, purchase and 
service of equipment and supplies, accounting, and financial research 
services should be centered in one office directly responsible to the 
Superintendent or an assistant superintendent. This office should not 
be part of the line organization for the entire school system, but 
should have a staff (advisory and service) relationship to other offices, 
principals, and teachers. In smaller systems where such specialization 
is impractical, services closely related to finance, such as management 
of nonprofessional employees, operation and maintenance of plant, 
and transportation, may be centered in one office under the direction of 
the superintendent.. 


No matter how the finance function is organized in a particular 
® See Educational Policies Commission, The Structure and Administration of Edw 


cation in American Democracy (1938), pp. 47 ff. 
10 Ibid, pp. 55 ff. 
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school system, the executive or one of his educational assistants should 
make any financial decisions which affect the educational policies or 
practices of the schools. Those responsible for finance and allied mana- 
gerial functions should not be divorced from educational administra- 
tion. Indeed, all such employees should have thorough preparation in 
education and school administration, should work in close coöperation 
with those primarily responsible for educational functions, and should 
be directly responsible to the executive. The foundation of the budget, 
for example, is the educational needs of a school district as formulated 
in plans and policies. Furthermore, accounting must yield the informa- 
tion needed both in educational and financial management; purchasing 
must be based upon the specifications required in materials to achieve 
educational purposes; and operation and maintenance must conform to 
standards which will promote the results which the schools are trying 


to attain. 


PRINCIPLES OF FINANCIAL MANAGEMENT 


Policy formulation and administrative judgment require a body of 
principles; but public school finance has few principles which can be 
regarded as scientific laws, e.g., there are no principles for allocating 
specific percentages of a budget to specific purposes. What is done in 
finance depends upon institutional purpose, available techniques, pub- 
lic opinion, economic conditions, the nature of school government, 
and other equally dynamic factors. What we have are guides to action 


based upon past experience. 


SOME GENERALIZATIONS ON ECONOMY 


Economy is a generally misunderstood concept in management. It 


frequently is confused with any retrenchment or reduction in existing 
th downward adjustments 


expenditures. It often is made synonymous wi 

in expenditures in relation to downward trends in income or prices. It 
is used in the sense of parsimony of excessive frugality. It is also used 
to mean the getting of the greatest amount of goods and services for 
the least financial outlay. Low initial expenditure is considered econ- 
omy by some. Low unit costs are frequently regarded as a sign of eco- 


Nomical management. 
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Retrenchments or overall reductions in expenditures by themselves 
do not mean economical management; indeed, they may mean in- 
creased waste. When applied on a statewide basis through reductions in 
state aid applying to all districts, they penalize the districts which have 
been economically managed, reward the inefficient, and increase in- 
efficiency and waste. The economically administered districts often are 
forced to curtail the quality of management or personnel, to eliminate 
sound programs, to postpone essential outlays or maintenance, and to 
purchase items with low initial cost regardless of future costs, with 
the result that wasteful spending is increased. Such reductions do noth- 
ing to remove the causes of inefficient management where it exists. 

Adjustment to changed levels of income and prices is one indication 
of economical management, but downward adjustment alone does not 
mean economy. Indeed, it means increased waste and inefficiency when 
incomes and prices begin to rise again, through inability to retain and 
obtain qualified personnel, maintain services, and make the most de- 
sirable purchases of goods and services. Such adjustments must work 
two ways if they are to promote economy. 

Parsimony, low initial costs, and low unit costs certainly are not 
necessarily conducive to economy. Failure to provide adequate educa- 
tional services may reduce the productive capacity of a community, 
State, or nation; hamper the working of economic institutions; and 
lower the general standard of living. Low initial costs may increase 
wasteful spending in the future through excessive maintenance costs 
and the necessity for premature replacements. Low unit costs may be 
nothing more than an indication of poor quality and inadequate quan- 
tity of educational services. There may be more waste in low unit costs 
than in high unit costs. 

True economy in education is the wise or prudent spending of 
money. It means providing and maintaining educational services and 
standards and making educational adaptations which will enhance the 
productive capacity of the nation, insure the wise consumption of goods 
and services, facilitate the operation of economic institutions, and pro- 
mote the general welfare and the survival of the nation. It means utiliz- 
ing the most efficient combinations of personal services and material 
goods to achieve the results desired, but this is relative to efficiency of 
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the economy as a whole. True economy involves adjusting expendi- 
tures to upward and downward trends in prices and income, requiring 
careful decisions in long-term debts and the place of borrowing in cur- 
rent spending. It means careful attention to both quantity and quality 
in hiring personnel and making purchases, with consideration not only 
for present outlays but also for future costs. Economy can be judged 
only in terms of the return over a period of years, not in terms of 
initial expenditures alone. Economy is not a depression activity alone; 
it generally is more important to economize when the economic system 
is functioning efficiently. 

Economy in expenditure management cannot be divorced from econ- 
omy in all types of school management. Collection of all monies due 
the school system at the minimum cost; the securing of all income 
due from all sources, such as interest on balances; the protecting of all 
funds from loss through theft, graft, carelessness, or other acts or omis- 
sions; the avoiding of overpayments; the protection and maintenance 
of all property; the efficient management of personnel; the protection 
of the school district from public liability of lawsuits; and similar ac- 
tivities are all involved in economical administration.” 


OTHER CONSIDERATIONS 


In the attempt to achieve economy in budget planning and daily 
administration, caution should be exercised to avoid overemphasis on 
economy at the expense of equally important considerations. The mo- 
rale of employees, the willingness to discard outworn policies and prac- 
tices, the readiness to adopt new ends or means, the broader public 
interest, the welfare of future generations, the attention to individual 
differences, and the maintenance of public faith and confidence are 
important considerations in expenditure management. To make econo- 
mies which destroy the morale and enthusiasm of employees only in- 
creases friction and inefficiency, possibly wiping out the effect of the 
economies. Good judgment, consideration of all factors, and under- 
standing and support on the part of all concerned are important in 
economical management. i 

The application of the prudential principle can easily impair the 


11 See H. H. Linn, Practical School Economies (1934), ch. II. 
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application of other principles, such as the adaptability principle, but 
it also can promote adaptability. It is a mistake to think that the only 
way to finance new enterprises or improvements is to increase total 
spending. Very frequently the elimination of waste and inefficiency in 
present spending will provide more leeway for adaptation than can be 
achieved through the local property tax or increased aid from other 
units of government. Economical management also often can assure 
greater equality of opportunity than can increased state aid to weak 
and inefficient units of administration. The proper application of the 
prudential principle cannot possibly conflict with the equally desirable 
principle of adaptability. 


BALANCED JUDGMENT 


The test of good financial management is the degree to which it 
can weigh all considerations in making judgments. At least the follow- 
ing seven generalizations should enter into fundamental decisions on 
school money matters: 

1. Attainment of purposes. The mere elimination of specific in- 
defensible expenditures without attention to steps which should be 
taken to increase the effectiveness of public schools is not economy. 
The greatest waste can come from failing to spend enough to attain 
the purposes of the schools. In most school systems, money saved 
through economies should be spent to improve the personnel and 
means required to attain public school objectives. 

2. Removal of causes. Economy must be achieved by specific action 
to remove the causes of indefensible spending, for example, govern- 
mental structure, outmoded state mandates, traditional practices of 
questionable value, failure to make merit appointments, political con- 
trol, management by untrained personnel, or failure to establish safe- 
guards. High spending is not by itself an indication of waste: there 
may be more waste in low expenditures when results are considered. 
Arbitrary reductions in state support, tax limits, and undesirable con- 
trols which hamper the efficient to penalize the inefficient are not jus- 
tified. 


3. Human reactions. Economies realized at the expense of the mo- 
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rale and efficiency of school employees result in a net loss. Emotions 
as well as facts must be taken into account. Time should be taken to 
secure the understanding, coöperation, and equity essential for lasting 
results. Personnel management and democratic organization should be 
strengthened and solutions should be worked out by the management 
and staff in the unit of government involved. 

4. Positive action. Positive action to improve management, budget 
making and administration, prudence and economy in management, 
and personnel will be more effective in the end than negative actions 
or controls. Mandatory legislation, legal restraints, budgetary control, 
and legal safeguards are no substitute for efficient day-by-day manage- 
ment and operation. 

5. Perspective. Immediate financial savings resulting in future waste 
or increased indefensible spending are very questionable. Postpone- 
ment of small repairs which result in high maintenance costs in the 
future; purchase of items at low initial cost without regard to future 
cost for services, operation, Of maintenance; deterioration in the caliber 
of management or personnel; and a curtailment of effective programs 
which will handicap children for years to come, can hardly be de- 
fended. 

6. Economics. In thinking of economy, the veil of finance must be 
lifted to see the economics. In adjusting school expenditures to lower 
income or price levels, when there is widespread unemployment, it 
may be most unwise to eliminate personnel. It may be much sounder 
economically to make the maximum saving on personnel during a 
period of war or inflation when there is a shortage of manpower. Real 
economy is determined by the use made of personal services and ma- 
terials, not alone by the amount of money spent. 

7. Adaptability. In applying the principles of prudence and econ- 
omy it is very easy to violate the equally important principles of 
adaptability and flexibility. The freedom and initiative needed to dis- 
cover new needs and improved procedures and methods for getting 
results, to discover and discard outworn policies and practices, and to 
adjust to the particular needs of communities and population differ- 


ences can easily be destroyed by restrictive measures. 
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INTERNAL SAFEGUARDS 


In public financial management it has become a generally adopted 
principle that the person, bureau, or agency authorized to create liabili- 
ties or make expenditures should not be the person, bureau, or agency 
to make disbursements. The Engelhardts state the principle in this 
way: “The responsibilities and accountability for the receipt, care and 
disbursement of funds should be separated from those of the purchase, 
and payment of service or materials.” This principle applies to all 
funds managed by the school system, general as well as internal, the 
only possible exception being small petty-cash funds. 

Responsibility and authority to create liabilities and make expendi- 
tures authorized by the budget most certainly should be delegated to 
management. Otherwise it cannot be held responsible for result. Man- 
agement in turn may delegate responsibility and authority to a pet 
sonnel officer or bureau, a purchasing agent or bureau, or other officers 
or bureaus. All proposed commitments, however, should clear through 
a central agency so that management may see each in relation to others. 
Responsibility to authorize expenditures, make audits, check receipt of 
all goods and services, keep records and accounts, and perform other 
acts relative to financial management should be clearly allocated and 
generally understood. 

The custody of funds and the authority to make disbursements from 
funds need not be divorced from management. The treasurer may be 
responsible to management, but the chief executive and those whom 
he has authorized to create liabilities or make expenditures should not 
handle funds or disburse funds. 

Prudent financial management requires an accurate, complete, and 
systematic record of school board action. The minutes of the controlling 
board are the basic record of a school system. Audits, surveys, accounts, 
and reports must refer back to this record. Therefore, the budget, the 
appropriating resolution, and every motion adopted should be recorded, 
showing the vote, with a topical heading in the margin which should 
be indexed. 


12 N. L. Engelhardt and Fred Engelhardt, Public School Business Administration 
(1927), p. 70. 
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FUNCTION OF THE BUDGET 


No aspect of financial management is any more important than the 
budget. It is a fundamental responsibility of management. It is the 
means through which good management can achieve the most results 
with the resources that can be made available. The budget potentially 
is the most useful tool management possesses; yet too often budget 
making is reduced to a simple routine. The budget document is con- 
fused with the budget. 


THE MEANING OF A BUDGET 


A public budget is a well-conceived program of governmental action 
for a given period of time, with reasonably accurate plans for making 
the financial outlays involved and raising the necessary revenues. Buck, 
in his book on public budgets, puts stress upon the fact that a budget is 
“a plan of action for the future.””” He emphasizes that policies, deci- 
sions, programs, services, commodities, obligations, operation, and per- 
formance, not the routine estimating of receipts and expenditures, are 
the essence of “public budgeting.” Nor is the preparing, filling in, 
and publishing of a budget document (usually referred to as a budget) 
indicative of “budgeting.” Unless there is a well-conceived plan of 
action, an intelligent consideration or weighting of all governmental 
needs or requirements, and a careful selection of activities to be fi- 
nanced during a given period with monies supplied through opera- 
tional economies and revenue sources, “budgeting” is not taking place. 

The preparation of a budget in government is not a periodic or even 
an annual activity. It is a continuous process. It involves long-term 
study, thought, and planning. It is part of the process through which 
governmental institutions achieve rejuvenescence, adaptability, or max- 
imum effectiveness day by day and year by yeat. Existing legal and 
financial institutions and practices require periodic budgets, usually for 
a year. Budgets for a fixed period of time, however, are merely reflec- 
tions of the continuous application of intelligence to governmental 
activities, their financial requirements and limits. Budget-making pre- 


13 A, E. Buck, Public Budgeting (1929), p. 4. 
14 Thid, 
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sumes ideal plans of action, spending, and securing needed revenues to 
attain ideal results. Taking all factors into consideration, what can be 
done in any one year will be the best approximation of such plans 
which can be achieved. Annual budgets are effective to the extent to 
which they reflect carefully worked-out continuous, long-term plans. 


FUNCTION OF THE BUDGET 


The traditional function of the public budget has been to plan and 
control financial outlays and taxation, but the budget has many other 
functions. In a democracy one of its most important functions is to 
provide a basis for democratic or legislative action.’ Through the 
budget the people or their representatives can see the requirements 
of government and the evidence to support governmental requests. 
Through the budget they can concentrate on the broad policies, leaving 
the details and technical problems to specialists. The budget enables 
them to see the whole plan and its major subdivisions. They can study, 
evaluate, and decide. Through budget hearings and budget approval 
they can exercise control over the activities, outlays, and income of 
their government. 

Another important function of the public budget is to improve the 
administration or management of governmental affairs. Where good 
budget-making is demanded, professionally prepared, informed, able, 
and skillful public administrators are in demand. The mere political 
official is not wanted. The budget requires the administrator to formu- 
late long-term plans for governmental undertakings, to see the needs 
of other units or departments, to coérdinate activities within his own 
department, to have work plans for each undertaking in the budget, to 
foresee expenditure requirements, to estimate receipts and balances, tO 
control expinditures, to economize, and to evaluate what is being done 
under his direction. A good budget makes the executive responsible for 
efficiency, economy, and good management. 

Tt is not the function of a budget to stifle initiative, flexibility, 
adaptability, or judgment for the budgetary period. There should be 4 
reasonable degree of freedom left to administrative officers to make 
necessary adjustments during the year. However, the budget should 


15 See A. E. Buck, The Budget in Governments of Today (1934), pp- 3 f. 
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` not permit initiative to run wild. If an adaptation conceived during the 
year is good, a year of criticism, planning, and mental revision, accom- 
panied by a certain amount of experimentation within the limits of 
the budget, will enhance it rather than destroy it. On the other hand, 
there has been a decided tendency in recent years among taxpayer 
groups to make the budget a rigid financial cast. Such a concept cer- 
tainly violates the adaptability principle. * 


BUDGET-MAKING 


There are three steps in budget-making: (1) formulation of pro- 
gram of action—an educational plan, (2) translation of the program 
into reasonably accurate expenditure estimates with supporting evi- 
dence, and (3) recommendation of a sound financial plan for meeting 


the expenditures. 


THE EDUCATIONAL PLAN 


A sound school budget begins with the objectives of the schools, 
continually determining the relative emphasis to be placed upon each 
objective; continuously reviewing and evaluating all past policies, pto- 
or accomplishments and the evidence sup- 
porting each; continuously weighing these against other possibilities 
and educational provisions not being made; recommending @ balanced 
and codrdinated plan of action, oF work program, for a given year, 
with supporting evidence; summarizing needs not being met, or provi- 
sions not being made, and the reasons they are omitted; and recom- 
mending possible plans for taking care of these in the future. 

A sound school budget recommends plans of action, of programs of 
work, for public schools which do not duplicate the work of other 
governmental agencies, which make maximum use of services pro- 
vided by other governmental agencies, which foster a balanced and co- 
ordinated program of action for government as a whole, and which 
take into consideration the present and future needs of all governmen- 


tal services. 
Executing a budget requires a 
chief executive to the person actua 


16 See P, R. Mort and W. C. Reusset, 


grams, activities, practices, 


direct line of responsibility, from the 
lly carrying on the operations. Build- 


Public School Finance (1941), pp- 154 ff. 
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ing the educational plan, however, requires a democratic division of 
responsibility, a sharing of responsibility. Persons having an intimate 
acquaintanceship with the indivdual children and adults served; with 
community problems; with the group, state, and national interest; and 
with the broader implications of education, must be heard in making 
budgetary decisions. The background, experience, skill, intelligence, in- 
ventiveness, criticisms, and suggestions of all individuals and groups 
concerned, including the children or adults served, must be pooled. 
There must be channels for the exchange of information and ideas 
which affect the budget. Participation, interest, and assistance must be 
welcomed, not discouraged.” 

It is easy in educational planning to get involved in details and 
neglect basic or fundamental elements. In making the budget, attention 
should be centered upon the objectives, ideals, emphasis, and standards 
to be achieved, and the major policies adopted to car y out purposes, 
especially those relating to curricula, services, organization, personnel, 
materials, and housing. 

The objectives, ideals, emphasis, or standards which a school system 
is attempting to attain should be the center of attention in budget 
making, budget discussions, and budget publicity. These should be re- 
examined and modified from time to time as necessity requires. All 
persons concerned should be familiar with them and should have an 
Opportunity to participate in their formulation and modification. Writ- 
ten or stated aims have little value except as they become the ends of 
all operations and activities. What should be watched are the objectives 
and emphases actually implied in what is being done day by day and 
in the measures or other means used to evaluate what is being done. 

Having agreed upon objectives, emphases, and standards to be at- 
tained through the educational undertaking, the means must be con- 
sidered. These include courses, curricular services, personnel, tech- 
niques, procedures, and activities, whose planning cannot be divorced 
from organization, limitations, and other policies relating to them. 


17 See A. J. Burke, “Is It Possible to Organi Democrat- 
; “ Aes ‘ganize a School System More 
ect haces Sacrificing Efficiency?” American School ed Journal XC (May, 
» 15-16. 
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EXPENDITURE ESTIMATES 


The spending program in the budget is a careful estimate of the 
financial requirements for carrying out the plan of action. It applies 
both to the long-term plans and the plans for any given year. Since 
what can be spent in any one year determines, to a considerable extent, 
what can be done educationally during the year, the expenditure plan, 
the revenue plan, and the educational plan must be considered to- 
gether. 

As shown in Chapter III, it is not easy to translate the quantitative, 
and especially the qualitative, aspects of an educational program into 
expenditure requirements. First, the goods and services required must 
be estimated, which is largely a matter of judgment. Next, the costs or 
prices of these must be anticipated. In estimating costs or prices many 
factors have to be taken into consideration—social policies, legal re- 
quirements, price levels and trends, salary and wage factors, and many 
others listed in Chapter III. The two major factors, of course, are salary 
and wage policies and adjustments to fluctuating prices and incomes. 
These problems will be taken up in later chapters. 

An important guide for estimation is found in records, accounts, ot 
analyses of past expenditures. An accounting system, which will re- 
veal the costs of goods and services by function, character, undertaking, 
level, object, buildings, and other organizational units over a period of 
years, is a most valuable tool. Where such data reveal trends, changes, 
or discrepancies, analyses of causes will often be found valuable for 
budgetary purposes. Nevertheless, few school systems know what vari- 
ous curricula, divisions, activities, services, or other units cost; nor will 
the accounting systems generally used reveal such cost data” for even a 
single year. Many school systems are too small to provide economically 
for the kind of accounting needed in making budget estimates. Until 
many school units are reorganized and accounting practices are im- 
proved in most districts, expenditure estimates will be nothing more 
than guesses. 


18 See A. B. Moehlman, Public School Finance (1927), pp- 4 ft 
19\Sce A. G. Cant Stns Moe, State Aid and School Costs (1939), pp. 


360 ff. 
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In addition to summaries of legal requirements, schedules of pay- 
ments of interest and principal coming due, schedules of insurance- 
premium payments, salary-schedule requirements, inventories, and unit 
cost studies, the school authorities should collect data on price trends 
and factors likely to affect prices, such as are published regularly by 
the United States Department of Commerce and Department of Labor 
and various commercial agencies. Up-to-date facts on prices of goods 
and services consumed by schools should be available at all times. 

There are a number of major expenditures for public schools which 
require long-term planning, taking into account economic trends and 
the business cycle. Salary and wage policies should be projected into 
the future to see what will happen under certain possible or probable 
conditions, such as changes in income, revenue, or living costs. Certain 
major undertakings, such as the common-school concept of secondary 
education, should be projected in terms of population, enrollment, and 
cost and revenue trends to estimate its ultimate or “terminal cost” and 
the ability to meet those costs.” Capital improvements should be 
planned in terms of trends in order that they will be undertaken when 
capital is relatively plentiful, prices low, or interest rates low. Fixed 
charges, debt service, and other inflexible expenditures should be kept 
at a minimum in budgets, as long as the economy is subjected to peri- 
odic fluctuations in income, taxpaying ability, and prices. Inflexible 
budget requirements cause many of the budgetary difficulties in schools. 

In presenting expenditure estimates two methods are followed—the 
lump sum and the detailed or line item method. The lump-sum method 
recognizes the difficulties in accurate estimation and the need for judg- 
ment in administration. It holds the administration responsible for re- 
sults.” It is valuable in so far as the lump-sum items ate based upon 
detailed estimates. It is dangerous to the extent that it fails to associate 
expenditure with program or services and the extent that appropriating 
bodies can evade responsibility for curtailments in services. The line 
item or detailed budget, on the other hand, attempts to meet these 
objections. It is valuable insofar as the details are planned ot formu- 


lated by the administration. It is dangerous if the detail destroys initia- 
20 For a discussion of terminal costs see H. C. Morrison, The Management 0 
the School Money (1932), pp. 446 ff. 
2 Ibid., p. 509. 
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tive and judgment. The budget should be sufficiently detailed to associ- 
ate expenditure and service or results and to fix responsibility.” 

In presenting expenditure estimates all significant decreases or in- 
creases in expenditures should be explained. It is particularly impor- 
tant to justify any proposed increase in expenditures. 

Another controversial phase of expenditure planning is the allow- 
ance which should be made for contingencies. Morrison defends the 
contingent fund, but would limit transfers from one category to an- 
other.” Some states prohibit the inclusion of contingency funds in 
budgets. De Young holds that the use of contingency funds should be 
limited, by keeping the amounts small, labeling the fund “emergency,” 
basing the amount upon previous experience, and using the funds only 
upon the approval of the board of education.” Including a large con- 
tingency fund defeats the purposes of the budget and is the equivalent 
of “padding.” The executive should be permitted to make minor trans- 
fers from unencumbered balances within the major subdivisions of the 
budget. Major transfers from one fund to another or from one major 
division to another should have board-of-education approval.” 


REVENUE ESTIMATES” 

In making revenue estimates it is not sufficient to figure anticipated 
state aid and other nontax revenues and then establish the local tax 
rate. There are long-term aspects of revenue planning as well as a 
number of variables which should be considered annually. Among the 
long-term problems to be considered ate these: 

1. What proportion of total consumer expenditures is going for 
public education? 

2. How willing are consumers to spen 


public education? 
3. What are the trends in the economic life of which the commu- 


d more of their incomes on 


nity is but a part? 
4. What are the economic trends within the community—industry, 

22 See C. A. De Young, Budgeting in Public Schools (1936), pp- 86 ff. 

23 Morrison, op. cit, pp. 494 ff. 

24 De Young, op. cit, pp. 372 f. 

35 Ibid, pp. 370 fi. 4 

28 See De Young, op. cit, ch. IV, for detailed procedures. 
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production, income, and other data which determine the local taxpay- 
ing ability? 

5. What effects upon local tax revenues will such factors as debt 
incurred by other units, taxation for other purposes, and state controls 
over local taxing and spending power have? 

6. What are the trends in local support for education—assessments, 
tax collections, and the like? 

7. How much of the burden of support should be shifted to state 
and federal taxes? What future changes in state and federal aid can be 
anticipated? 

8. What returns can be expected in the future from the investment 
of trust funds and endowments? 

A most important consideration in determining what should be 
spent upon public education is the total consumption of goods and 
services in a nation, state, or community. A civilization which is spend- 
ing an undue proportion of its income on material goods and services 
which cater to temporary pleasures and satisfactions is heading for dis- 
aster. There must be a balance among present consumption, the crea- 
tion of capital for future production, and the preservation of civiliza- 
tion and productive capacity through the education of the oncoming 
generation. Material goods and services without ideals, knowledge, 
standards, and understandings will not serve man’s best interests. Only 
if public education has a proper place in the total pattern of consump- 
tion can a democratic civilization and private enterprise economy Sê- 
cure a balance among the various consumer possibilities, promote the 
general welfare, and survive. 

Knowing how much income should be spent on public education in 
relationship to total consumer expenditure patterns and trends will not 
assure adequate revenues. How willing are consumers to spend mote 
on the education of the present generation and future generations than 
to spend money for the immediate satisfactions arising from the con- 
sumption of alcoholic liquors or gasoline for pleasure driving?” An- 
other primary problem in planning revenues, therefore, is creating @ 
willingness to spend money on public education. This is conditioned 


ae, peel Cyr, A. J. Burke, and P. R. Mort, Paying for Our Public Schools 
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by the value placed upon education, the effectiveness of past schooling, 
confidence in the results obtained with monies expended upon public 
education in the past, and the effectiveness of advertising and promo- 
tion to increase the consumption of material goods and services. Cul- 
tural promotion must be continuous, intense, and appealing if it is to 
compete with other types of promotion which are continuous, intense, 
and appealing. Such promotion is an integral part of the budgetary 
process. 

It is true that necessity and willingness are primary, but little can 
be accomplished unless there is machinery or techniques for raising the 
revenues. The price of education must be related to other prices and 
fluczsations in income. The tax structure, tax administration, revenue 
plans, spending for other governmental purposes, and governmental 
structure must be such as to permit the spending which is necessary and 
the public is willing to approve. Taxation, governmental spending, the 
structure of government, state and federal aid plans, and all possible 
improvements in public finance institutions are subjects for thorough 
study by those responsible for school budgets. 

In arriving at revenue estimates for any one budget, legal limits on 
the taxing power of the unit, data on revenue receipts for a period of 
years, tax delinquency, valuations, balances on hand, economies effected 
or possible, expenditures of and taxes to be collected by other units of 
government, state and federal aids, and other sources of revenue loom 
large. However, it should be realized that all support or taxes in the 
last analysis come out of income, which in turn depends upon the 
price structure. Data on payrolls, wholesale and retail sales, rents, liv- 
ing costs, and prices, therefore, are of utmost value in making annual 
revenue estimates. It should be remembered also that arbitrary limita- 
tions on the taxing power make “budgeting” subsidiary to revenue. 
Under such conditions budgeting becomes merely “planning the ex- 
penditure of a fixed revenue.”*” Budget-making, in the best sense, pre- 
sumes taxing power and tax leeway. However, since the tax structure 
of many local units and states cannot reach the income produced ina 
national economy, good budget-making cannot take place without a re- 


28 See Parts I and II and Cyr, Burke, and Mort, op. cit., ch. V. 
*® See Morrison, op. cit., p. 489. 
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allocation of control over budgeting to a governmental unit, which 
can reach the income, or without the creation of local administrative 
units capable of making good budgets, with the funds and tax leeway 
made available by state and federal aids. 


BALANCING THE BUDGET 


Perfect budgetary balance is impossible, because both the expendi- 
ture and revenue plans involve judgment and prediction, and because 
certain variables, such as prices, continue to operate after the budget 
has been adopted. The best.that can be expected is relative balance, 
with receipts and expenditures almost equaling each other. Large bal- 
ances or deficits indicate poor estimating and planning. A balanced 
budget usually means one which shows a slight excess of revenues over 
expenditures, both at the beginning and the end of the budgetary 
period. Where budgetary estimates reveal a deficit, expenses must be 
cut or revenues increased. Where deficits begin to appear during the 
year, expenditures must be cut or borrowing must take place. Con- 
tinued deficit-financing is dangerous in small units of government, like 
school districts, and is highly controversial for larger units.” It is & 
gamble at best and can easily lead to insolvency. 


THE BUDGETARY PROCESS 
The budgetary process begins with the preparation of the budget 
but there are several other essential steps in the budgetary process: 
(1) presentation and adoption, (2) administration, and (3) appraisal. 
Before the budget can be presented for study, discussion, revision, of 
adoption it must be summarized in a budget document. 


THE BUDGET DOCUMENT 


The budget document shows the educational plan, spending plas, 
and revenue plan for a definite fiscal period. It crystallizes the budget 
for presentation, interpretation, and adoption. It becomes the basis fot 
explanation before official bodies, for official notices, for discussion 4 
public hearings, for publicity, and for summarization. It becomes 4 
point of reference for future budget-planning, and provides a cumula- 


30 See Buck, The Budget in Governments of Today, pp. 116 ff. 
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tive record of past plans, problems and decisions. When carefully writ- 
ten up with attention to simplicity, clarity, and emphasis, it promotes 
the mutual understanding required for successful budgeting. 

The contents of the budget document depend upon the groups to 
which it is to be presented. A board of education or the employees of a 
school system may have the background to interpret or understand 
the budget without much explanation, but the farther the budget is 
carried away from the school, the more important simplicity, clarity, 
emphasis, illustration, and explanation become. In general, a budget 
document should contain a concise summary Of overview, perhaps in 
a letter of transmittal, a description of the educational program to be 
financed, estimates of balances, receipts, and expenditures with sup- 
porting evidence and explanation, definitions of terms used, illustra- 
tions required for clarity, a table of contents, and an index if necessary. 
The document should clearly show the legal and community designa- 
tion of the school district, the beginning and end of the fiscal period 
covered, and the date the document is presented. 

In presenting the budget document to any lay group, either orally or 
in writing, technical educational or financial terminology should be 
avoided. Justifications should be factual and explanatory, not defensive. 
The summary should call attention to important decisions, problems, 
or issues, subordinating details to the broad outlines of the plans. 

Public understanding and support must be built up over a period of 
years. The budget document should describe not only the educational 
program being financed, but also the program that the community 
should have. It should be used as a means for gradually raising con- 
sumer standards in education. Desirable undertakings that are not be- 
ing provided should be described and explained. The reasons for not 
providing them should be discussed. Needed reforms in local taxation, 
state support, or federal assistance should be stressed. In brief, the 
budget document serves to gain support for improvements in program 
and for the changes in governmental structure, taxes, or financial de- 
vices required to make the improvements." 

The format of the budget document depends upon the group to 
whom it is to be presented. For staff and school-boatd study, typed or 


31 See De Young, op. cit., pP- 252-256. 
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duplicated copies are desirable. Changes in contents, wording, empha- 
sis, or organization can be made without waste. For presentation to 
reviewing bodies it may be necessary to summarize the document on 
prescribed forms, but it often will be necessary to supplement this with 
typed explanatory or illustrative material to secure proper understand- 
ing. In presentation of the budget document to the public, attractive. 
ness becomes paramount. Good-quality paper, attractive cover design, 
ample illustrative material (pictures, graphs), readability in type, and 
appealing page arrangements are essential to attract attention and in- 
terest.” 


PRESENTATION AND ADOPTION 


The budget as summarized in the budget document should be pre- 
sented well in advance of the beginning of the fiscal period to the 
legislative body having power to adopt it. Before it is formally pre- 
sented the body should be kept continuously informed of major prob- 
lems and decisions contemplated. Advance notice should be given as 
to the date of presentation. The presentation should be carefully pre- 
pared by the superintendent or the person delegated by him to present 
and explain the budget. Ample time should be allowed for presentation 
and explanation. The executive budget should be offered as a recom- 
mendation only. The legislative body should have sufficient time for 
questioning, study, discussion, and hearings. Where the budget has to 
be presented to other bodies, municipal, county, or state, for review or 
approval, a calendar should be made up and presentation made at the 
time required. Frequent conferences should be held with officials con- 
-cerned before presentation, so that mutual understanding exists before 
action is taken on the budget.” 

Although legally a budget sometimes can be adopted after the fiscal 
year begins, good management requires adoption before the fiscal year 
begins. Legal provisions as to notice, publication, and hearings should 
be complied with before adoption. Regardless of legal requirements, 
every effort should be made to arouse public interest, study, discussion, 
cand suggestions before the budget is finally adopted by the body hav- 


82 Ibid., ch. VIII. 
83 Ibid., ch. VIL 
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ing the power of approval. The resolution by which the budget is 
adopted or the appropriation resolution should be carefully recorded in 
the minutes of the body adopting the budget. The resolution should 
clearly identify the specific budget authorized as to purpose and 
amounts and the dates covered. A copy of the resolution should be 
sent to the agent or agency having power to levy and collect the taxes 
or other revenues. Persons authorized to make disbursements also 
should receive notice of the budget authorized.” 


ADMINISTRATION 


After adoption the budget estimates become the basis of action and 
accounting in administration. They serve as a guide, not as a mold. 

Budgetary control of expenditures begins with the formulation of 
the budget, but the budget acts as a control throughout the budgetary 
period. The budgetary plans provide for spending money on the most 
essential activities, planning to get the most return for money spent. 
The attainment of these objectives, however, depends upon the con- 
trol exercised throughout the life of the budget. Budgetary control 
requires accounting, standards or specifications for services and materi- 
als to be purchased, sound personnel and purchasing policies, standards 
for the use and consumption of goods and services, work plans, stand- 
ards for performance, and means of appraisal or evaluation. 

The first step in budgetary control is transferring the various budget 
allotments to the accounts of the school district. Thus each department, 
division, unit, or branch of the service is held accountable for the 
amount which it is authorized to spend. Throughout the year these 
entries call attention to the original authorization, the amount spent to 
date, and the amount of the unencumbered balance. Hence, accounting 


i $ 7 85 
and reporting are important in budgetary control. 


The next step is carefully prepared work programs for each depart- 


ment, division, unit, or branch of the service having an appropriation 
authorized by the budget. Such a plan should show not only what is to 


be done during the year but also what goods and services are to be 


consumed, how much these will cost, when payments must be made, 


34 Ibid., ch. IX. 
35 See ch. XX. 
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how much revenue will be taken in, and when this can be expected, 
Programs of this kind enable the executive to see the work of the 
school system as a whole, to anticipate expenditure requirements 
throughout the year, and to adjust any discrepancies between expendi- 
ture requirements and balances on hand at certain times.” 

The allotment plan of budgetary control, a compromise between 
the lump-sum and the detailed budget, is sometimes used in public 
administration as a means of control. Under this plan budgetary re- 
quests are made in detail, but appropriations are made in lump sums, 
with authority given to management to make monthly or quarterly 
allotments upon the basis of demonstrated need. It really forces the 
continuous preparation of work plans but can easily stifle initiative 
under certain types of management.” 

Accounts and work plans are valuable aids to budgetary control, 
but both are secondary to good management. The purchase of goods, 
their distribution, care, use, and control; the employment of personnel, 
their assignments, work loads, compensation, protection, and supervi- 
sion; the operation, maintenance, utilization, and protection of plant; 
and all other aspects of management are the important factors in con- 
trol, Regular audits and reports and occasional surveys by outside ex- 
perts are necessary to assure good management. 


APPRAISAL 


The importance of the budgetary process requires periodic checking. 
Operational and postaudits described in Chapter XX can do much to 
bring about improvements in budgets. Occasional surveys by outside 
experts are most desirable. Continuous self-criticism based upon com- 
paring actual practices with theoretical concepts, criteria, or standards 
is essential. One danger in self-appraisal is balanced judgment. Very 
frequently practices are appraised by use of check lists without due 
regard to extreme importance of certain items and the relative insignifi- A 
cance of other items, all of which appear to have equal weight in the 
check list. Check lists are valuable tools if used properly. They can 


56 See Buck, op. cit., pp. 456 ff. 
87 See W. B. Munro, Municipal Administration (1934), p. 37. 
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used to determine the completeness and effectiveness of the budget 
document. They can be used to check inclusiveness and completeness in 
making estimates. To a limited extent they can be used to evaluate 
other steps in the budgetary process.” 

There are a number of specific criteria to which a good budget 
should conform, but these will not be discussed in detail in this chap- 
ter, Those responsible for public school budgeting should be familiar 
with such standard works as those of Buck and De Young. Among 
these specific criteria should be included the following: 

1. A good budget is inclusive of all aspects of the public school 
program involving financial transactions, including the curricular or 
extracurricular, There should be no separate budgets unless these are 
attached to the main budget as subsidiary budgets. 

2. A good budget is ptepared and executed by a professionally 
trained educational administrator, with the assistance of all persons re- 
sponsible for various phases of the program, persons familiar with the 
educational needs of the community, and persons familiar with eco- 
nomic and public finance factors. 

3. A good budget is adopted by the legislative body only after criti- 
cal study or examination of all major policies, programs, activities, €X- 
penditures, and supporting data; adoption and approval is based upon 
understanding of the broad policies involved. The authority to make 
outlays under the budget should be included in the appropriation reso- 
lution. 


4. A good budget depends upon good management and administra- 


tion; it requires good judgment at all times; it is not a substitute for 
ion, careful employ- 


initiative; it depends upon an efficient organizat 
ment of personnel, a good purchasing program, an adequate mainte- 
ds and services, research, a good 


nance program, care in the use of goo 
record and accounting system, standards, and economy and efficiency 
in all operations.” Good budgets require good personnel. State super- 
vision, standardized budget forms, and state laws or regulations do not 
insure good budgets. Unless budgets are made by persons possessing 


38 De Young, op. cit., ch. XIV. : 
39 See Engelhardt and Engelhardt, op. of, PP- 250 ff. 
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intelligence, vision, managerial ability, knowledge of all factors in- 
volved, and technical preparation and skill, good budgeting will not 
result. 

5. A good budget presumes detailed work programs for each un- 
dertaking, showing exactly what is to be done and what services and 
commodities are to be consumed within each appropriation during the 
year, showing periodic financial requirements, and reconciling any 
discrepancies between appropriations, requirements, and income. The 
budget itself should not be so detailed as to prevent flexibility and 
initiative in making work programs.” 

6. A good budget involves continuous publicity to call attention to 
objectives, services rendered, policies in force, needs not being met, 
costs, results, and other data essential for continued public support and 
confidence. The budget document itself should contain all essential in- 
formation and should be simple, interesting, and widely distributed. 
Public hearings should be encouraged, rather than discouraged. The 
public should know for what it is spending its money. 

7. A good budget implies that the legislative body will hold the 
executive responsible for performance under the budget, through re- 
ports, audits, and other means, 


SUMMARY 


Educational administration involves finance more than what genet- 
ally is classified as business management in a school system. Since most 
of the personnel employed and the materials used are for educational 
operations, the greatest potentialities for waste and economy are to be 
found in school management itself. On the other hand, an independent 
business administration can hamper the educational program; so finan- 
cial management should be made subordinate to school administration. 
The superintendent should have the services of specialists in personnel 
management, purchasing, plant operation and maintenance, account 
ing, and other aspects of finance. The finance personnel should have 4 
staff status in the organization. The organization itself should provide 
for democratic participation in the determination of means to carry out 


“0 See Buck, Public Budgeting, pp. 456 ff. 
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the purposes of the school, but responsibility for operations should be 
clearly defined and allocated. 

Economy and efficiency in school management require a positive ap- 
proach with attention centered upon (1) purposes to be achieved, 
(2) removal of the causes of wasteful use of personnel and materials, 
(3) morale and coöperation of staff, (4) improved management and 
operations, (5) effects of savings upon future outlays, (6) sound 
economics, (7) institutional adaptability, and (8) effective safe- 
guards. 

The budget is the most useful tool of financial administration. It is 
a well-conceived program of action based upon the function of the 
schools with sound plans for expending funds and raising revenues. 
The budget requires continuous appraisal, planning, and study. The 
budget should deal not only with the program being offered, but also 
with the program that should be offered. 

The budget has as its primary function the outlining of the program 
contemplated and its financial implications. It also serves as a guide in 
the financial management of the schools and as a means for improving 
administration and operations. The important steps in the budgetary 
process are (1) preparation, (2) presentation and adoption, (3) ad- 
ministration, and (4) appraisal. The budget document should be 
planned and designed to secure understanding, to support recommen- 
dations, and to raise consumer standards in education. The budget 
upon adoption should be so administered as not to stifle initiative and 
flexibility. 
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CHAPTER XVII 


Management of Income 


and Indebtedness 


The collection and custody of billions of dollars of income annually 
represents a tremendous responsibility for public school management. 
Only by codrdinating the revenue program with the expenditure re- 
quirements can the possibility of loss be reduced.’ When the flow of 
income is geared to monthly expenditure requirements, balances are 
reduced, the cost of protecting funds is decreased, and borrowing for 
current expenditures is kept at a minimum. Modern tax-collection 
methods make it much easier to attain this ideal. Payroll deductions, 
consumer spending taxes, and quarterly payments of other taxes rather 
than annual lump-sum payments simplify income management. Nev- 
ertheless, before schools can take full advantage of modern tax-collec- 
tion methods, management must coöperate with others to secure a 
sound revenue program and obtain other legal changes essential for 
efficient and economical management of income. Where the school 
system has special funds that must be invested and protected, addi- 
tional responsibilities are involved. 

The management of income is not limited to revenue receipts. It 
also includes nonrevenue receipts such as borrowings and receipts 
from sales, revolving fund receipts, and advancements. Since most 10- 
come is derived from local taxation or state assistance, primary ¢™ 


phasis must be placed upon these.” “FAA 
1N. L. Engelhardt and Fred Engelhardt, Public School Business Adminitirae 
(1927), ch. XV, and C. A. De Young, Budgeting in Public Schools (1936), ch. a 
2 A. D. Simpson and Others, in American Association of School Administrators, 
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THE REVENUE SYSTEM 


Income management generally presumes the existing legal frame- 
work for financing schools from local and central sources. It is true 
that good management of existing income makes it easier to obtain a 
mote adequate revenue system; but an improved revenue system can- 
not be attained easily. Obtaining it requires the codperative effort of 
laymen and management everywhere in the state and the nation. The 
most difficult problem of management is the securing of sufficient in- 
come for operations. 

The reforms required to rehabilitate the property tax as a source of 
school revenues, particularly as to assessments, exemptions, limits, and 
administration, are summarized in Chapter VI. The potentialities of 
local nonproperty taxes are discussed in Chapter VII. Fiscal policies 
and methods for bringing the advantages of centrally collected taxes 
to locally operated school systems are taken up in Chapters VII-IX 
and in Part III, It remains to discover how local management can help 
secure a revenue system that has reasonable stability and sufficient flexi- 
bility to adjust to changes in monetary values, Unless revenues can be 


adjusted to changed levels of income or prices, the quantity and quality 


of education provided fluctuates with economic conditions. School sys- 
tain a defensible minimum of 


tems with meager resources cannot main 


services without support from central governments. Without central 
support such schools suffer severe hardships during both deflation and 


inflation. 


DEPENDENCE ON BUDGET 


The budgetary process provides the best means for local manage- 
forms basic to a sound revenue sys- 


ment to bring about the fiscal re ue sy 
tem. Through the budget management can call attention to deficiencies 
in the local educational program, the reasons for the shortcomings, 
and the fiscal and legal changes essential to bring about improvement. 
Some of these, such as structural reorganization and local adminis- 
trative reforms, will not require additional revenues. Economies enable 
management to do more with existing revenues, but where additional 

how how the citizens 


revenues are needed, the budget can be used to s 
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can best obtain them through their local or central agencies of govern- 
ment. 

The budget is the only means for determining with any degree of 
accuracy the amount of money required to operate the public schools 
for any year. The budget can respond to changes in service require- 
ments, standards and provisions, the school population to be served, 
salary and wage levels, and price levels. No state aid formulas can 
measure all of these factors for all communities in a state; state aid 
formulas are more or less complicated, crude devices for approximat- 
ing school district revenue requirements where budgetary authority is 
retained by the local units. 

Unfortunately, most school budgets are conceived in terms of the 
estimated amount of federal and state support accruing under existing 
laws with other expenditure requirements trimmed to the amount of 
property tax revenues to be expected under existing administrative 
practices, laws, tax limits, fiscal dependence, high total overall rates, ot 
political resistance. Consequently, the amount of money required to 
operate the schools in any one school system or in any one state for 
any year is never known. 

Failure of budgets to reflect the true expenditure requirements of 
school systems means that any revision of state aid formulas usually 
underestimates expenditure requirements. The formulas used are based 
upon average practice in the past. The result is that most state finance 
laws are decades behind in their approximations of public school 
revenue needs. 


COOPERATION AMONG SCHOOL SYSTEMS 


Suppose that every school district in every state were to prepare @ 
budget that left existing services as they are but provided for a min- 
imum salary schedule high enough to enable school districts to secure 
qualified personnel. It would become obvious at once that the local 
property tax in many school districts could not support the budget. 

Suppose that every school district in every state, in addition to 
budgeting for adequate professional salaries, were to budget for cet 
tain uniform minimums in regard to compulsory education, length of 
term, class size, levels of schooling, holding power, qualifications for 
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personnel and services to be provided. Would the American public be 
satisfied with existing local taxing powers, state support, or federal 
assistance? 

Such budget data compiled for whole states and the whole nation 
would tell a story that has never been told. Management has been ask- 
ing for more money, but it is not telling for what it is sought. 

Realists will reply that a school system must make a budget in terms 
of its taxing power and existing state aid laws. That is true for part of 
the budget and for the current year; but such a budget can be supple- 
mented by a statement of present and future needs. How can increased 
local taxing powers and adequate central support be attained unless 
the shortcomings of the existing laws are made public every year 
through the budget? 


COLLECTION OF INCOME 


Management should know its monthly demands for income to meet 
expenditures. This requires estimates of monthly expenditures based 
upon the budget and past experience. It requires monthly estimates of 
balances or reserves. Such records will show the months in which 
large balances can be expected and the months in which borrowing 
becomes necessary. Although certain expenditures can be timed with 
revenues, most expenditures are for payrolls which must be met at 
least monthly and the revenue system must be geared to these expendi- 
tures, 

In most school systems the correlation between flow of income and 
expenditure demands will be found very imperfect for many reasons. 
Most revenues come either from local taxation or state assistance. 
Most school systems must depend upon other units of government for 
collection of local taxes. Local tax-collection dates are set by law. 
State-support payments are made according to a fixed schedule for all 
districts although some depend almost entirely upon the state for 
revenues. State support is not always predictable in amount or paid 
when ‘due. 

Failure to collect all money ac 
possible cost is just as serious as wasteful spen 
taxes, more borrowing, curtailment of program, 


cruing to a school system at the lowest 
ding. It means heavier 
or a loss of confidence 
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in the management of schools. Yet there are school systems that have 
failed to receive taxes levied, appropriations, interest on deposits, pen- 
alties for delinquent taxes, tuition earned, federal and state aids, shared 
taxes, interest on sinking funds and investments, insurance rebates, 
and other monies due or accruing. Monies accruing to schools have 
been kept by other units of government, private institutions, or in- 
dividuals.’ The collection of all income not only requires businesslike 
collection procedures, but also proper auditing, accounting, and report- 
ing. Accounting and audits must establish the true income of a school 
system before the full sgnificance of disbursement data can be dis- 
covered. 


LOCAL TAXES 


Local school tax levies on property generally are determined by 
school authorities, but the administration and collection of the tax 
usually is the responsibility of other units of government—county, city, 
or town. In the fiscally dependent school systems of New England and 
certain other states the levy itself is determined by the town, city, of 
county. Under both systems school authorities assume little responsi- 
bility for taking steps to obtain all revenues accruing to the school 
systems. On the other hand, in certain states like Arizona, Connecticut, 
Delaware, New York, Pennsylvania, Texas, and Vermont some of all 
school districts are responsible for collecting their own taxes. Only in 
Arizona, South Carolina, and Texas do they have any responsibility 
for assessments. In New York some districts have power to modify 
town assessments, but this is seldom done.* 

Lack of legal responsibility for local tax administration and collec- 
tion does not relieve management from obtaining all local tax rev- 
enues due the school system. Management should know the legal 
provisions for local taxation—property and nonproperty. It should 
compile data on assessment, exemptions, collection trends, and costs of 
collection, Assessment rolls, tax lists, and exemptions should be stud- 
ied. Management should coöperate to improve local tax administration. 
Assessments should be checked to see that property is not escaping 


3H. H. Linn, Safeguarding School Funds (1929), ch. II. 
* See ch. VI. 
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taxation and that it is equitably assessed. Collection procedures should 
be checked to see that tax delinquency is reduced. All tax monies ac- 
cruing from other units of government should be collected when due. 

Management should strive to improve local tax laws, especially 
those relating to collection. Tax collectors should be appointed and 
paid a salary. The fee system of collecting property taxes should be 
abolished. Annual collections in one payment increase the cost to the 
taxpayer. The money is collected before it is needed and the taxpayer 
loses the use of it. It makes payment difficult for some taxpayers and 
increases delinquency. Provisions should be made for paying penalties 
to the taxing unit rather than the tax collector. A large unit of gov- 
ernment like the county should be made responsible for collecting 
taxes and making good delinquent school taxes before the end of the 
fiscal year, as in New York State.” 

Where school districts have legal responsibility for tax collection 
greater control of income is possible, but such school districts generally 
have not exercised such control. Although assessment should be al- 
located to a larger unit of government, existing power to examine as- 
sessment rolls and include property not assessed should be exercised. 
Extension of this power to all school systems should be sought. Tax 
bill should be checked against assessment rolls. Receipts of the school 
tax collector should be compared with amounts turned over to the 
treasury. Tax collectors should be bonded for the largest amount 1n 
their hands at any one time. They should be required daily to deposit 
monies collected in the depository to reduce the risk of loss. Penalties 
on delinquent taxes should be paid to the school district rather than 
the tax collector. Collection dates should be modified to correspond 
with expenditure demands. Collection of delinquent taxes should be al- 
located to a larger unit. School districts have not been particularly 
successful in these matters.’ Furthermore, school districts are not able 
to collect taxes as cheaply as larger units.” Most school districts are not 
large enough for effective and economical tax administration and 


should relinquish this responsibility.” 
gement in Texas ( 1937). 


5 Eugene C. Wilkins, Public School Tax Mana; 
6 Ibid. 

7 Engelhardt and Engelhardt, op. cit, p. 316. 

8 See ch. VI. 
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Where schools are entitled to a share of property or nonproperty 
town, city, or county taxes, or where the school district can levy non- 
property taxes to supplement property taxes as in Pennsylvania, collec- 
tion dates should be coérdinated with property tax collection dates. 
Obtaining local tax-collection dates suited to the expenditure program 
simplifies the custody of public funds, reduces costs to the taxpayer, 
and reduces the need for borrowing. Legal safeguards should be estab- 
lished so that school districts can enforce payment on the due dates of 
monies accruing from other tax collection agencies. 


FEDERAL AND STATE REVENUES 


Management should be informed on all laws and regulations re- 
lating to federal or state financial assistance. Management should see 
that the school system receives all funds to which it is entitled from 
these sources. Applications and data submitted for such assistance 
should be checked carefully. Any errors in apportionment should be 
detected and called to the attention of the apportioning agency. All 
legal requirements or compliance features of federal or state aids 
should be adhered to in order to avoid penalties or loss of aid. Where 
the requirements are objectionable, the remedy lies in securing legal 
changes. 

The payment of state aid to school districts seldom is codrdinated 
with the local expenditure program or tax collection dates. Some funds 
are apportioned annually. Although apportionments are made more 
frequently in many states, the payment dates usually are the same for 
all school districts. In districts relying upon local taxes for most of 
their school revenues, frequent payments only increase balances. In 
these districts one or two payments at the low point in local tax rev- 
enues is all that is necessary. However, in districts relying upon federal 
and state funds for most of their revenues, frequent payments ate €s- 
sential. Management should codperate to secure better codrdination of 
these dates with local tax-collection dates and local expenditure re- 
quirements. 

One of the major problems of income management is the fact that 
state funds sometimes are not predictable in advance and are not paid 
when due. Legal changes should be sought to make state aid predicta- 
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ble upon objective measures.’ It can be made easy for a local school 
system to estimate its state support in advance. Payment of funds when 
due often requires administrative reforms on the state level—either in 
the state revenue system or the staffing of the apportioning agency. 
Local school systems can facilitate prompt payment by supplying all 
data for apportionment on time or ahead of time. 


OTHER INCOME 


One of the common nontax sources of income is nonresident tui- 
tion. Collection of all income accruing from this source requires accu- 
rate records of the legal residence of all pupils. All districts or parents 
liable for nonresident tuition should be billed at time of registra- 
tion. Where payments are not made on the due dates, a follow-up 
should be made. Except where legal barriers exist as they have in cer- 
tain states like Michgan, Nebraska, and North Dakota, tuition charges 
should equal the unit cost of instruction, including capital outlays and 
debt service. Statutes which prohibit charging the full amount should 
be modified.” 

For a number of years it has been impossible to get interest on de- 
mand deposits, but reserves and contingency funds can be transferred 
to time deposits. Any balance in demand deposits which will not be 
used for three months or more can be transferred to an interest ac- 
count, Some states have made it compulsory for banks to pay interest 
on balances in school funds.” When banking conditions permit, this 
policy should be extended to all states. 

It is wasteful not to sell, lease, or rent public school property not 


being used. All offers to sell, lease, or rent should be widely advertised 


and subject to bid, except where the amount involved is too small to 


justify the cost. Sales and leases should be checked for legality. Monies 


received should be promptly turned over to the treasury. Rentals 


should be placed upon a businesslike basis. The rentals should cover 

the costs incurred and allow for depreciation. 
Management should take steps to see that the system receives all 

monies due from insurance rebates, insurance adjustments, fines, ad- 


9 See chs. XII—XIU. ‘ 
10 H, H. Linn, Practical School Economies (1934), p. 104. 
1D, S, Young, Control of ‘Available School Income (1928). 
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missions, sales, refunds, or adjustments from other transactions. Here 
should be included revolving funds (cafeterias, stores, and services) 
and so-called student activity funds. 


CUSTODY OF FUNDS 


After all monies are collected, the administrative problem becomes 
that of protecting them from loss. There must be safeguards against 
individual dishonesty, carelessness, or mismanagement. Depositories 
must be carefully selected and provisions made for the security of 
funds in the depository. 


BONDING OFFICIALS 


All officials collecting or having custody of schoo! funds, supplies, 
or movable equipment should be bonded—including tax collectors, 
treasurers, bookkeepers, auditors, business officials, or any other person 
collecting monies, making payments, making financial transactions, 
handling property, or keeping fiscal or property records, State laws on 
bonding officials should be enforced. 

A surety bond for school officials not only insures the honesty of the 
person, but also calls upon the surety to make good losses resulting 
from ignorance, negligence, carelessness, burglary, fire, and sometimes 
bank failure.” In this respect it is quite different from the ordinary 
fidelity bond covering dishonesty only. Yet many of the surety bonds 
provided for public officials cover “honesty” only. Hence, the best 
practice is to require by statute the type of bond to be provided for 
public officials. Bonds should be checked to see that they provide the 
security required by law and are not restricted in their liabilty. Cer- 
tain employees can be covered by a blanket bond. 

Although state laws sometimes permit personal bonds, corporate 
surety bonds are superior. Personal tesponsibility may be difficult to 
enforce through change in financial status of the surety, death, lack of 
liquid assets, lack of sufficient assets, or undue hardship. Persons who 
are not competent to handle money may be able to obtain personal 
sureties through friendship. Corporate surety bonds of reliable com- 
panies, supervised by state agencies, provide greater financial protec- 


HH. Linn, Safeguarding School Funds, op. cit, p. 23. 
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tion. The companies investigate the risk and follow up those who de- 
fault. Where the person bonded cannot be held legally responsible for 
losses or where the amount of risk involved is very small, the personal 
bond has the advantage of lower cost. The personal bond also may be 
preferable where the bond required by law is far in excess of the risk. 
Even in these cases, it is a good policy 0 require the personal sureties 
to obtain corporate reindemnifying bonds.” 

The primary responsibility of management is to reduce the risk and 
the expense for bonds, because the cost of bonding is relatively high 
compared to the losses actually incurred by school systems. Since tax 
collectors present the greatest hazard, handling cash and issuing their 
own receipts, this office might be abolished in school districts. In 
larger tax units, payments for taxes might be made payable to the 
treasury with receipts issued by the tax agency. Thus one agency's 
records would serve as a check on the other. Management of collec- 
tion procedures in order to have funds coming in more frequently in 
smaller amounts reduces risk. Making the depository the treasurer of 
the district reduces the number of persons handling funds. Maintenance 
of safeguards, a good accounting system, and careful audits reduce 
tisks. The amount of the bonds required should be regulated to the tisk 
involved. It is not necessary to have persons bonded for the maximum 
amount handled where adequate safeguards ate provided. Where 
tates for corporate surety bonds cannot be made reasonable in terms 
of the risk, it is possible for a state to create a bonding fund for public 
officials similar to the fund of North Dakota in operation since 1918. 
The rates have been much lower than commercial rates. 


OTHER SAFEGUARDS 
ess losses are discovered through audit- 


Bonding has little value unl 
rge losses generally result from 


ing, accounting, and reporting. La 
small defalcations extended over a long period of time. Procedutes 
should be set up for the issuance of serially numbered receipts for all 
funds received. ‘These should be made out in ttiplicate—one for the 
debtor, one for the accounting officer, and one for the files. Bills should 


18 Ibid., ch. III. DUCATIO Trace 
4 Ibid., pp. 45-47. elias 
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be made out in duplicate, one going to the debtor and the other to the 
accounting officer. Funds should be deposited the day they are re- 
ceived and reported to the accounting officer. No funds should be de- 
posited except in the legally designated depository. Disbursements 
should be made only on proper authorization. Checks and balances 
should be maintained—countersigned checks, bank balances compared 
with treasurer’s statements, duplicate receipts and bank deposits, sep- 
arate and independent accounts of receipts and disbursements, separate 
and independent reports. Persons receiving funds should not be au- 
thorized to make expenditures. Persons receiving funds or making 
disbursements should not keep the accounts. Monthly reports and 
reconciliations with occasional spot audits of monies accruing, monies 
collected, and monies deposited aid management in discovering trouble. 
Auditing, accounting, and reporting in themselves discourage careless- 
ness. 


THE TREASURY 


The various states provide for a variety of custodians of school funds 
—the tax collector, a member of the school board, the clerk of the 
board, an independent school district treasurer, the depository, the 
treasury of a larger unit of government, or some county official. Not 
has practice changed much for over a half century except for a decrease 
in the school board treasurer and a slight increase in the clerk-treas- 
urer, depository as treasurer, and the using of the treasury of a larger 
unit of government.” 

From the viewpoint of economy in operation and reduction in bor- 
rowing, the treasury of a large unit of government has the advantage. 
Duplicating services can be eliminated. Machines can be used eco- 
nomically. Trained personnel can be employed. Balances in one fund 
can be used to avoid borrowing in another, All that is required by 
school management is the petiodic statements and reports required. 

As long as school districts maintain separate treasuries the best ar- 
rangement is designating the depository as treasurer, a practice that 
has been in operation for a long time in Florida, Mississippi, North 
Carolina, and Texas. Risk of loss is reduced by eliminatng the treas- 


15 Fred F. Beach, The Custody of School Funds (1933), pp. 8 f. 
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uter. Monies from tax collections, county or state sources, and Op- 
erating units are paid directly to the depository. The school system re- 
ceives the benefit of trained personnel. Management can obtain the 
statements and reports required for fiscal control. 


THE DEPOSITORY 


The selection of depositories for school funds today depends pri- 
marily upon security and service. Security implies that individuals 
never should have personal custody of school funds—district or in- 
ternal. Banks should be selected in terms of their financial standing 
and record of service. The accepted procedure has been to select de- 
positories by bid in terms of interest paid, weighing security and sery- 
ice above rate of interest. Under present banking conditions this proce- 
dure is not practicable, Nevertheless, this does not justify the practice 
of selecting depositories in terms of local interest, personal contacts, 
or political influences. Strength of the bank is the primary considera- 
tion.” 

The general rule is that the amount of funds to be placed in any 
one bank should be relative to its capital. Some states, such as Cali- 
fornia, provide that deposits shall not exceed paid-up capital. Pennsy]- 
vania has put a one-third limit applied to both capital and surplus. 
Linn proposes a 50 percent limit.” Small-town banks dependent upon 
a single industry have a worse record of failures than larger metropoli- 
tan banks dependent upon diversified resources. National banks and 
members of the Federal Reserve System have had a better record than 


others. However, the economic basis of their activities and competence 
ajor factors, although supervision 


of management probably are the m 
Lof at least $50,000 should be a 


cannot be ignored. Generally, capita 
minimum requirement. 

The kind of bank selected depends upon the security that can be 
obtained. A corporate depository bond or collateral covering the 
amount on hand at any one time sometimes can be obtained, depend- 
ing upon state laws. National banks no longer can furnish depository 

16 M, L. Faust, The Security of Public Deposits (Public Administration Service, 
1936). 


17 See Linn, op. cit, p. 99. 
18 Ibid., pp. 78 ff. 
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security unless authorized to do so by state law. At least half the states 
have had provisions for securing public school funds in banks.” Al- 
though personal bonds are permitted in most of these states, all of 
them permit corporate surety bonds (depository bonds). Because de- 
pository bonds will not be issued without investigation of the status of 
the bank, they provide a double check. Others permit the furnishing of 
collateral as security for the deposits. Under the Federal Deposit In- 
surance Law deposits up to $5000 are insured. So in the absence of 
proper security under state law it would seem advisable to divide de- 
posits among several banks. 

The tendency today is to question the policy of requiring banks to 
offer security for public deposits. It is held that offering such secutity, 
especially in the form of collateral, weakens the security of private 
depositors. Therefore, the best policy for management is to obtain reve- 
nues in smaller, more frequent payments, to have more than one de- 
pository, and to use extreme care in selecting depositories. Another 
possible development is the state sinking fund for public deposits. Iowa 
has experimented with a plan under which funds lost through insol- 
vent banks are paid. Management should recommend depositories of 
school funds in terms of strength and safety, but the laws of some 
states prevent this. In Arkansas the selection has been made by the 
County Court. In Montana the County Board of Commissioners has 
done the designating. In West Virginia it has been the County Sheriff. 
Such laws should be modified, enabling the school board, upon the 
recommendation of management, to designate its depositories.” Gen- 
etally where the treasurer cannot select his own depository he cannot 
be held responsible for losses due to bank failures, but this should not 
deter management from carefully selecting the depository. The prudent 
policy is to avoid loss insofar as possible. It is questionable if schools 
could, or should, hold a treasurer responsible for losses resulting from 
bank failure. 

Another obstacle to selection of a strong depository is the legal te- 
quirement that the banks selected must be local. California has been 
one of the few states giving local management the necessary freedom. 


19 Ibid., p. 104. 
2 Ibid., p. 90. 
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If the local requirement is to be retained, it should cover the region, al- 
though the county and adjoining counties might be sufficient in most 
cases. Service requires proximity, but this should not be placed ahead 


of security. 


HANDLING FUNDS AND INVESTMENTS 


A fund is “a sum of money required to be set aside specifically by 
law, legislative action, city ordinance, or school board action, the 
sources of income of which are determined and the expenditures of 
principal or income restricted by regulations.” 

Either through state law or local action certain school systems main- 
tain a number of separate funds, classified under such titles as general, 
special, building, reserve, contingency, revolving, insurance, elemen- 
tary, high school, contingent or emergency, maintenance, interim, 
sinking, bond, retirement or pension, temporary loan, scholarship, or 
trust. Many of such funds have their own sources of receipts and their 
expenditure is limited or regulated. Sometimes transfers among vati- 


ous funds are prohibited or restricted. 


REDUCING THE NUMBER OF FUNDS 


The maintenance of a number of special funds increases the cost of 
management and complicates auditing, accounting, and reporting. The 
cost of clerical assistance is increased. Balances exist in one or more 
funds while borrowing must be resorted to in another fund or funds. 
The regulation of income to expenditure requirements is made diffi- 
cult. The chances of loss are increased. j 

Where no legal restrictions exist, management should combine all 
school district income for current outlays, including money for pay- 
ment of principal and interest on indebtedness, into one general fund. 
Allocation of revenues to all budgeted expenditures can be controlled 
through accounting and reporting. A single fund reduces the neces- 
sity for borrowing. It enables management to keep balances at a 
minimum, thereby reducing tisk of loss and the cost of protection. 
Transfers within a single fund are easier to manage than interfund 


° Engelhardt and Engelhardt, op. cit P- 234. 
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transfers. Where legal barriers to such a general fund exist, manage- 
ment should strive to have them removed. 

Certain funds cannot be eliminated. (1) Capital or building funds, 
especially those financed from bond issues, must be maintained until 
the funds are expended. In large school systems with continuous build- 
ing and rebuilding, this fund may have to be maintained at all times. 
(2) Revolving funds and student activity funds require separate man- 
agement. In the first case, the fund must be self-supporting; in the sec- 
ond, the revenues are not school district funds, but belong to the stu- 
dent bodies in various schools. (3) Trust funds or endowments given 
the school district must be managed according to the conditions of the 
gift. Transfers from such funds should be fully safeguarded by state 
law and local regulations. Such transfers should be avoided. 


CUSTODY AND INVESTMENT OF TRUST FUNDS 


In addition to endowments, funds such as those for pensions, build- 
ings, or payment of bonds require investment. The handling and in- 
vestment of such funds or endowments by school systems should be 
regulated by state laws and supervised by state banking departments. 
Existing laws generally are very weak relative to school investments. 
Management should assist in obtaining these legal safeguards where 
they do not exist. When the size of the funds justifies it, expert finan- 
cial and legal counsel should be retained.” 

The security of trust funds or endowments is more important than 
rate of return. Federal bonds, notes, and certificates of indebtedness 
provide the highest degree of security, State obligations rank high. The 
obligations of cities, school districts, and other units of government 
come third, depending upon the credit status of the unit. Securities 
should be protected by a “custody of securities” account in a bank of 
renting a safe deposit box the contents of which are insured against 
loss and by bonding persons responsible for handling securities. An 
nual reports should be provided on the status of the funds.” 


ZG! F. Dienst, The Administration of Endowments with Special Reference 10 
the Public Schools and Institutional Trusts of Idaho (1933). 
*8 Linn, op. cit, pp. 49 ff. 
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RESERVE FUNDS 


The fact that the flow of income is not codrdinated with expendi- 
tures has caused some school systems to create reserve funds to avoid 
short-term borrowing during periods when income is not sufficient to 
meet payrolls and other bills. State laws vary on the creation of re- 
serves, yet restrictions on borrowing often make them necessary. Some- 
times the reserve is limited to a certain percentage of the budget. It is 
distinguished from an ordinary balance in that it is planned to meet a 
certain contingency. It may be referred to an interim or interim re- 
serve fund. 

There has been a tendency to condemn such reserve funds because 
of the danger of loss, the danger of lax budgeting and budgetary con- 
trol, and expense to the taxpayer. With good management and budg- 
eting, however, reserve funds may be used under certain conditions. 
First, the funds must be kept at the minimum which is essential to 
avoid frequent borrowing. Second, the annual savings in interest on 
borrowed funds plus the annual earnings on the funds must be greater 
than what the taxpayers could earn on the money at prevailing rates 
of interest. Legal provisions as to the amount or reappropriation should 
be complied with. 


DEBT AVOIDANCE 


Debt service, long-term debt in particular, often represents one of 
the greatest wastes in public finance. Payment of high interest rates on 
a debt for a plant which could be replaced at half its original cost, 
when money can be borrowed at half the original rate, is not uncom- 
mon. Not only is this itself a wasteful use of public funds, but it often 
increases the amount of waste in other expenditures by forcing un- 
wise reductions in the quality of personnel and materials used and by 
forcing postponement of maintenance and other unwise curtailments 
in the operation, care, and protection of property. 

The management of debt service involves many fortuitous factors, 
because it depends upon forecasts of future developments. The only 


24 Frank C. Ketler, Reserve Funds in Public School Finance (1931). 
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safe policy is to avoid the creation of debt through the “pay-as-you-go” 
policy. Short-term borrowing can be avoided through seeking reforms 
which will spread tax and state aid payments over the entire fiscal 
year. Much long-term borrowing can be avoided by careful planning 
and management of capital outlays. Every possible adjustment should 
be tried before capital improvements are made.” 

Another danger in borrowing is its inflationary impact. Of course, 
the creation of indebtedness by a single school system has very little 
effect upon prices, but the aggregate of local borrowing can contribute 
to inflation. Unfortunately, local government, including school sys- 
tems, has tended to do its borrowing during boom periods when bor- 
rowing should be avoided. The same has been true of state govern- 
ments. On the other hand, during depressions the borrowing of state 
and local governments is reduced or is restricted by decreased property 
valuations or fiscal difficulties. At the very time that public borrowing 
might have a counter deflationary influence it is curtailed. 

There are four ways to avoid long-term indebtedness: (1) careful 
planning, (2) adopting the pay-as-you-go policy, (3) creating build- 
ing reserve funds, or (4) using a combination of the last two. 


CAREFUL PLANNING 


It is regrettable that some borrowing for the school plant has been 
unnecessary because the plant itself was not needed. Planning might 
have avoided some of these mistakes; others might have been impos- 
sible to anticipate. Certainly future planning can avoid the same mis- 
takes. (1) Cities must allow for increased migration to suburbs in 
planning. (2) Suburbs must recognize the fact that homes now owned 
by young couples may not maintain the present pupil population for 
two decades. (3) Rural areas must plan buildings in terms of prob- 
able district reorganization. Where any factors such as these indicate & 
temporary need for school housing, one or more of the following poli- 
cies should be pursued: (1) transportation, (2) contracting, (3) eai 
ing temporary quarters, (4) erecting temporary quarters, ( 5) erecting 
buildings by units with primary concern for economy, utility, and 
adaptability for other uses as has been done in Seattle. 

25 A. B. Grace and G. A. Moe, State Aid and School Costs (1938), ch. XI. 
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PAY-AS-YOU-GO 


The objective of the pay-as-you-go policy is to finance capital im. 
provement out of current revenues. Small school systems, unless they 
have very high valuations and relatively low tax rates, under local 
support alone cannot adopt the policy exclusively except for additions 
to or alterations of existing plants. Many can finance part of capital im- 
provements out of current revenues, thereby reducing indebtedness and 
the ultimate cost of the improvements. Any large school system with a 
taxing margin can make extensive use of pay-as-you-go. 

The assumption that small school systems and other systems with 
limited fiscal capacity cannot have a high degree of pay-as-you-go is 
based upon the concept that capital outlays must be locally financed. 
The extension of state support for capital outlays reduces the need for 
borrowing. It must be further extended along the equalization concept 
to avoid the high debt-service tax rates and indefensible ratios of debt 
to assessed valuation that exist in fiscally weak districts.” 

One of the reasons more systems have not adopted the pay-as-you-go 
plan has been the burden of past indebtedness. The curtailment of 
building for the past decade should make it much easier to make the 
transition. Municipal and school indebtedness has been reduced greatly 
in recent years. Ordinarily, this reduction would mean greater taxing 


margin, but high prices have pushed current expense tax rates upward. 


Only a substantial upward adjustment of assessed valuation to the 
ded for undertaking 


new price level will provide the tax leeway nee 
capital outlays from current property taxes. The spread of local non- 
property taxes should provide a new reserve of taxing power to make 
the policy possible. 

It is much easier for local units of government to follow a pay-as- 
you-go policy during a period of rising prices, rising valuations, and 
increased returns from nonproperty taxes. In 1946 about a third of the 
cities over 10,000 in the United States financed all or part of their 
capital outlays from current revenues In 1947 about a sixth of them 
planned to finance all capital improvements in this manner and over 


28 See ch. XII. 
2 The Municipal Yearbook, 1947, P- 194 ff. 
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half planned to finance a major part with current receipts. Only about 
a fourth planned to resort only to borrowing.” 

Where the making of capital outlays is unavoidable during a period 
of rising prices or high prices, the pay-as-you-go policy is the only pru- 
dent method of financing. High prices are met by taxes on high in- 
comes. There is no gambling with the future where it may be neces- 
sary to repay indebtedness created by high prices by future taxes on de- 
flated incomes. 

The payment of capital outlays out of current revenues promotes 
economy at any time. The ease with which money can be borrowed 
often encourages outlays beyond what are required to perform satis- 
factorily the functions of the schools. The fact that payment out of 
current revenues usually means heavy tax rates for a few years tends 
to keep costs down. This requires careful management to avoid in- 
adequate housing or the construction of a plant that may be uneco- 
nomical to operate and maintain. Where a satisfactory job cannot be 
done out of current revenues, a combination of pay-as-you-go and bor- 
rowing should be adopted. 

One of the drawbacks to the pay-as-you-go plan in the past has been 
public opposition to the high property tax rates required and the in- 
crease in tax delinquency under higher rates.” Successful property tax 
administration requires relative stability in rates, because of leases, in- 
vestments, mortgages, and other contracts entered into on the assump- 
tion of a certain tax rate. The development of new sources of revenues 
for local government should remove these objections. 

There has been a tendency to emphasize the savings in interest in 
advocating pay-as-you-go. This is relative to what the taxpayer could 
earn on the money and may represent no real saving.” The real sav- 
ings in pay-as-you-go is the avoidance of debt during a period of high 
prices, the reduction in the amount of long-term debt incurred at any 
time, or the reduction in the term during which interest must be paid. 


28 Ibid. 

2 Don L. Essex, Bonding Versus Pay-As-You-Go in the Financing of School 
Buildings (1931). 

30 Ibid. 
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BUILDING RESERVES 


The building or capital outlay reserve fund is very similar to a de- 
preciation reserve fund. Both presume that funds will be set aside an- 
nually and allowed to earn interest. Both presume the erection, replace- 
ment, or remodeling of plant. About the only real difference is that 
the building fund is broader, including additional buildings as well as 
replacements of existing structures. The latter usually is limited to 
financing the improvement or replacement of existing plant. Its ob- 
jective is to lay aside sufficient funds during the period of probable use- 
fulness of a plant to replace it when it is worn out. 

The same objection has been raised to reserve funds as has been 
raised against the pay-as-you-go policy, namely, that leaving the money 
in the hands of the taxpayers and then borrowing may cost the tax- 
payer less than creating a reserve fund.” If only interest is considered, 
this objection is valid; but if the creation of debt during high prices is 
considered, the advantage is with reserve funds. The reserve fund like 
pay-as-you-go is the economical way to finance buildings during pe- 
tiods of high prices, high interest rates, or both. Although experience 
with reserve funds for buildings has not always been commendable 
under lax political management and absence of state legal require- 
ments or supervision, there is no reason why a well-managed school 
system cannot handle reserve as well as a private business. 

During the past decade there has been a revival of interest in re- 
serves for capital outlays. In 1938 no state authorized municipalities 
to create such reserves. Now over half the states have granted such 
powers to municipalities and some states recently have given this 
power to school districts.” About half the states, including New York 
until 1948, have prohibited sinking funds for schools.” The Regents 
Inquiry in New York State held that pay-as-you-go could not be at- 
tained in school districts without provisions for reserves. It recom- 
mended that the legal restrictions on reserve funds be repealed. It pro- 

31 Ketler, op. cit, pp. 23 ff. 


32W, S. Parker, “In Good Times Pl 


XXXVII (Jan., 1948), pp. 13-15. 
SPRY ae and W. g Reusser, Public School Finance (1941), p. 355. 


an for Bad,” National Municipal Review, 
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posed that legislation be enacted to prevent the diversion of reserve 
funds for capital outlays to current expenditures or tax reduction. It 
was proposed that such funds be subject to state superyision with spe- 
cific requirements relative to investments. No district would be per- 
mitted to create such a fund without approval in advance by the state 
agency.” 

There is ample evidence that school systems and municipalities can 
manage reserves successfully. In spite of legal barriers some well- 
managed city school systems have created and managed reserves for 
many years in New York State. Milwaukee has maintained build- 
ing reserves for a quarter of a century. Many Wisconsin cities have 
achieved a debt-free status.” 


BORROWING 


SHORT-TERM BORROWING 


Temporary borrowing charges usually represent a very small per- 
centage of school expenditures, but two facts cannot be ignored. First, 
that the interest charged on short-term loans is many times the interest 
paid on school deposits. Second, every cent spent on interest is money 
not available for carrying on the work of the schools. 

Where temporary borrowing cannot be avoided, certain principles 
apply. If possible, banks should bid for the business on the basis of 
interest rate charged. Borrowing should be restricted to the amount of 
revenues accruing to the system. The loans should be repaid imme- 
diately on receipt of the revenues. Temporary loans should not be re- 
paid by additional borrowing. Loans necessary to meet unavoidable 
deficits at the end of the fiscal year should be repaid out of the next tax 
levy. An additional levy should be made to repay the loans, Budgetary 
and income management should be overhauled when borrowing for 
current expenses becomes an annual practice. State laws should be 
amended to restrain temporary borrowing. Unrestricted borrowing for 
current expenses encourages extravagance and carelessness. States 
should regulate the maximum rate of interest charged on well-secured 


34 Grace and Moe, op. cit., p. 389. 
*° Public Administration Clearing House, Release No. 5, May 24, 1946. 
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temporary loans for schools. Another possibility is for schools to do 
their temporary borrowing through a state agency at low rates of in- 
terest as is done in Alabama. States should be authorized to advance 
state aid to districts in hardship cases.*° 


LONG-TERM DEBT 


Where it is absolutely necessary to incur long-term debt obligations, 
there are no certain ways of guaranteeing economy. The trends in the 
price level and construction costs should be studied over a long period 
of time. Obviously buildings should be erected when prices are low or 
interest rates low. However, there usually is a long interval between 
periods of low building costs. States ordinarily can obtain lower in- 
terest rates than small units of government and states can create re- 
volving funds which can be loaned to smaller units at reasonable rates 
of interest. 

Long-term debt should be contracted only for improvements having 
a relatively long period of probable usefulness. It never should be used 
to pay indebtedness incurred for current expenditures. Long-term bor- 
rowing enables school districts to build during a period of low build- 
ing costs and such borrowing taken in the aggregate has a counter- 
deflationary effect. Where a necessity for capital improvements exists, 
long-term borrowing under such conditions is a sound fiscal policy. 
The community gets the advantage of low initial costs, a relatively sta- 
ble tax rate, and tax leeway for current expenses during hard times. 
Although it may not be as defensible during high prices, a certain 
amount of long-term borrowing may be unavoidable. Population shifts, 
an upsurge in the birth rate, or loss of property may force a school 
system to borrow for capital outlays even during periods of high 
prices. Insofar as possible, however, such financing should be handled 
through immediate tax increases, short-term borrowing paid out of 
higher taxes the succeeding year, and short-term bonds requiring 
higher taxes during the inflationary period itself. Early amortization of 
debt is a prime objective in management at all times. It is difficult dur- 
ing a period of low prices and low incomes to pay back debts con- 
tracted during a period of high prices. Long-term debt should be sup- 


36 Grace and Moe, op. cit, p. 391. 
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plemental and kept at a minimum during inflation. Borrowed money 
should be expended as economically as possible. In all long-term bor- 
rowing, consideration must be given not only to the cost of debt serv- 
ice, but also to the effects of the capital outlays on operating expendi- 
tures. 

The most common method of creating long-term indebtedness is the 
issuance of bonds. A bond is a legal instrument or contract in which 
a corporate body promises to pay within a certain time the amount 
borrowed with interest at some fixed rate payable at certain stated in- 
tervals." Bonds may be classified as callable, straight-term, serial, and 
sinking-fund. They may be further classified as “coupon” or “regis- 
tered.” Each has its advantages under certain conditions and disadvan- 
tages under certain other conditions. 

The callable bond ordinarily involves a higher interest rate, but the 
issuer has the option of refunding at any time or at specified times. 
Hence, it is most appropriate for debts incurred during a period of high 
interest rates or high prices. It may be advantageous to a locality that 
anticipates (1) greatly increased valuation, (2) lower operating costs, 
ot (3) other developments which may enable it to substantially re- 
duce its indebtedness within a reasonable period of time. The higher 
rate of interest must be weighed against the potential savings through 
refunding. 

The straight-term bond represents the opposite extreme. Under this 
type of bond the entire principal becomes due at a specified date. Many 
of the older school-bonds were of this type with most of the advan- 
tages accruing to the lender. Under this kind of bond the school dis- 
trict pays the maximum amount of interest since the interest is always 
payable on the entire principal. Many of these bonds were sold at high 
interest rates for long periods. They place a tremendous financial bur- 
den on the unit of government when they become due. As a result 
such debts often have to be paid through new borrowing, a very un- 
sound practice. The debt may exist long after the original capital out- 
lays has lost its usefulness and the cost placed upon future generations 
may be many times the original cost of the plant. The straight-term 
bond has little advantage for the borrower. 


31 J. G. Fowlkes, School Bonds (1924), p. 24. 
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The serial-type bond reduces the interest cost by providing for the 
regular repayment of installments on the principal. It is flexible enough 
to provide for various local conditions. Installments may be increased 
as interest charges are reduced to provide a stable tax rate for debt serv- 
ice. Large installments can be provided during the first years or post- 
poned where there is any justifiable reason for doing so. Repayment in 
equal installments can be made if desirable. Repayment plans can be 
adjusted to payments due on indebtedness already incurred. In any 
case, at the end of a certain period the entire debt is liquidated accord- 
ing to a systematic plan. The schedule of repayment should be planned 
in terms of existing obligations, future obligations, and all factors af- 
fecting fiscal capacity and expenditure requirements. In planning 
amortization, short-term borrowing to meet payments of principal 
should be avoided. 

Serial bonds are most advantageous for small districts, fiscally weak 
districts, or districts operating under a limited tax rate where stability 
in tax rate is essential. They are advantageous to any district borrowing 
during a period of low building costs or low interest rates. They have 
the same disadvantage as straight-term bonds during a period of high 
ptices or high interest rates except that the total cost of interest is not 
so high. About half the states require school districts to issue serial 
bonds,” but this is an unnecessarily restrictive policy. It would be much 
mote desirable to have local bond issues approved by a state agency 
with flexibility to issue the type of bonds apptopriate to the conditions 
existing in various types of districts. 

The sinking-fund type of bond provides a systematic method for 
laying aside the funds to meet a long-term bond issue. Theoretically, it 
has the advantages of the serial-type bond with a little more flexibility. 
However, unless the interest rate earned exceeds the interest rate paid 
it is more expensive than serial bonds. Sinking-fund bonds involve 
more risk in that the funds must be invested and protected. School 
authorities may fail to lay the funds aside according to plan. Yet a 
prudent board can place larger amounts in the fund when balances 
occur or tax leeway exists. It is not subject to the inflexible contract 
provisions of serial bonds, but only with competent management and 


88 Mort and Reusser, op. cit., p. 360. 
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adequate legal safeguards does such flexibility have any advantage. As 
previously mentioned, sinking funds now are not allowed in many 
states.” 

The distinction between coupon bonds and registered bonds lies in 
negotiability. Coupon bonds do not show the name of the owner and 
interest is payable on surrender of the coupon. Registered bonds are 
issued in the name of the owner or purchaser. Interest is payable only 
to this person or firm. Transfer of ownership is made only in the home 
office of the company issuing them. Bonds may be registered as to both 
principal and interest, principal, or interest. Sometimes the purchaser 
is given the option of either coupon or registered bonds.” 


SALE OF BONDS 


Bonds should mature in the shortest period of time that the fiscal 
capacity of the local unit will permit. The term should not exceed the 
probable period of usefulness of the building or improvement. Al- 
though this depends largely upon the type of construction, state laws in 
many states arbitrarily limit the term of bond issues. The most frequent 
limit is twenty years, but at least a fourth of the states have allowed 
thirty years. A small number allow longer terms, but thirty years should 
be the maximum for good construction. Nonfire-resistive buildings call 
for shorter terms. New York State varies the maximum term from five 
to thirty years depending upon the type of improvement. Other states 
like New Jersey and Ohio also have variable limits.“ 

Management should have the services of a competent bond at- 
torney before undertaking to sell bonds. The bond attorney should 
draw up all the necessary resolutions, help prepare the advertisement 
or notice of sale, advise as to the time of sale, inform management of 
all legal steps to be taken such as obtaining the approval of the voters, 
and approve the legality of the issue before sale. This avoids delays 
arising from errors and often leads to obtaining better interest rates. 
Satisfactory legal service costs about one dollar per thousand dollars 

on face value. The attorney should not be authorized to arrange a 
private sale. 
89 See p. 000. 


49 See H. R. Halsey, Borrowing Money for Public Schools (1929). 
41 Mort and Reusser, op. cit, p. 364. 
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The sound practice is to sell bonds by competitive bid. Private sales 
or presale agreements with a single bondhouse should be avoided. 
Only by offering bonds at competitive sale advertised in national finan- 
cial publications can a school district learn the true worth of its bonds. 
The bid should be offered to the lowest bidder on interest with due al- 
lowance for any premium offered. Before bonds are offered for bid the 
market should be studied through such publications as the The Bond 
Buyer, Wall Street Journal, or Commercial and Financial Chronicle. 
Such publications show such facts as average interest rate of 5.69 in 
May 1933 dropping to a low of 1.93 in December, 1941. There was a 
slight upward trend until May, 1942, and then a downward trend 
culminating in a record low of 1.29 in February, 1946, Since then the 
trend has been gradually upward.“ 

The notice of sale or prospectus should contain a concise summary 
of all data needed by the buyer such as amount of bonds, purpose, 
place, date, and exact hour bids are to be opened, date of bonds, ma- 
turity dates, and option dates if callable, denominations, and options as 
to registration, basis of bidding, basis of award, compliance features in 
bidding, deposit required, name of attorney approving, form of pro- 
posals, to whom sent, time and place of delivery for bonds, costs as- 
sumed by district, provision for payment, tax rate and limitations on 
debt or taxation, credit standing, and population.” 

Bonds should not be sold for less than par value, a practice which is 
prohibited by law in most states. Others permit it with restrictions. 
The reason for such restrictions is that they prevent a district from 
selling more bonds than were authorized or from failing to realize the 


amount of money anticipated. 


STATE ASSISTANCE 

Small school systems seldom issue bonds or create new long-term 
debt. In such districts expert management must be provided by the 
state education department through supervising long-term debt and 
approving the amount, term, methods of repayment, and interest 
charges. State education departments should give special assistance to 


* Daily Bond Buyer's Index. 
48 Simpson and Others, op. cit, pp. 411-413. 
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heavily indebted districts.“ Where states do not provide state aid for 
capital outlays, programs should be developed which will at least re- 
duce the burden of debt now imposed upon fiscally weak school sys- 
tems. The states at least can buy the bonds of school districts and give 
them the advantage of the lower interest rates on state bonds issued to 
cover them. This is especially advantageous for small districts. 


SUMMARY 


The revenue and expenditure programs of the schools must be co- 
ordinated if borrowing is to be avoided and the safeguarding of funds 
is to be facilitated. The budgetary process can be utilized to secure the 
legal reforms essential to attain an adequate revenue system coördi- 
nated with expenditure requirements. All monies accruing to the 
system should be known and collected if possible. This requires knowl- 
edge of tax laws, tax administration, and federal and state support 
programs and requirements, and businesslike methods of collecting 
other income. 

School monies should be protected from loss through proper safe- 
guards, bonding, auditing, accounting, and reporting. The school dis- 
trict treasury or the treasury of a larger unit of government should be 
the depository. The depository should be carefully selected in terms of 
security and service. The number of funds should be reduced to a 
minimum. Funds requiring investment should be handled by experts 
and be subject to state supervision. 

The objective of good management should be to avoid or to reduce 
borrowing through careful planning, pay-as-you-go, the use of reserve 
funds, and combinations of the last two. Since states can secure lower 
interest rates than local units of government, states should participate 
in the financing of capital outlays as well as current expenditures. Dur- 
ing periods of high prices, local units should keep borrowing at the 
absolute minimum and keep the term as short as possible. Bonds 
should not be issued for a period longer than the probable usefulness 
of the improvement. The typ@of bond to be issued should be governed 
by conditions existing in the unit of government involved. However, 


4t Grace and Moe, op. cit, p. 388, and W. B. Castetter, The Administration of 
Bond Issues in Selected Pennsylvania School Districts (1948). 
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the straight-term bond has practically no advantages as far as schools 
are concerned. A competent bond attorney should be employed and 
bonds sold by competitive bid. 
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CHAPTER XVIII 


Management of 


Personnel Expenditures’ 


Over four-fifths of public school operational expenditures are pay- 
ments for personal services in administration, instruction, plant opera- 
tion and maintenance, and auxiliary services. Personnel policies, espe- 
cially policies affecting salaries and wages and the use made of 
personnel, are the essence of budgeting and expenditure management. 
Although certain important aspects of payment for services are subject 
to direct administrative control, many of the factors determining salary 
and wage levels are beyond the immediate control of management. 
Too frequently the quality of services and operational efficiency are 
allowed to fluctuate according to such external factors. Too little at- 
tention is given to the maintenance of quality control through a sus- 
tained and codperative effort to manage factors not subject to im- 
mediate control. A narrowly provincial outlook will not solve the 
personnel problems of the public schools. 


PERSONNEL MANAGEMENT 


Personnel management should promote the following objectives: 
(1) attract qualified candidates for positions and discourage the un- 
qualified; (2) hold able, skillful, and successful personnel in the 
system and eliminate the unfit; (3) provide incentives and means for 
continued improvement in service; (4) increase efficiency and morale 


* Based upon ch, XI of A. J. Burke, Defensible Spending For Public Schools 
(1943). . 
474 


Management of Personnel Expenditures 475 


of all personnel; (5) enable professional personnel to acquire a high 
cultural status for the best possible service; and (6) permit all person- 
nel to acquire social and economic status commensurate with their 
responsibilities or duties. The quality of public schooling is determined 
to a considerable extent by the intelligence, energy, enthusiasm, charac- 
ter, educational background, and professional skill of teachers (their 
total personalities). Good buildings, courses of study, mechanical aids, 
books, equipment, and supplies contribute very little except as they 
are used intelligently by personnel. The primary purpose of personnel 
management, therefore, is to attract and hold persons with the qualifi- 
cations required for superior service. An equally important objective is 
to enable such persons to continue to render valuable and efficient 


service. 


BASIC PRINCIPLES 


The attainment of the purposes of personnel management requires 
adherence to the following principles: 

1. Employment and management of all personnel should be dele- 
gated to professionally competent personnel officers. 

2. Qualifications or specifications should be established for each 

position, and all appointments should be made upon the basis of merit, 
after the qualifications of all applicants or recruits have been rated by 
experts. 
3. All positions in the school system should be classified by the 
personnel officer according to the caliber of personnel required, duties, 
amount of service rendered, and other factors; and salaries should be 
established for each classification. Skilled personnel certainly should 
not be assigned and paid for doing work which might be done by 
unskilled workers. 

4. Personnel should not be dismissed for social, personal, religious, 
political, or other unjust reasons; the only grounds for dismissal should 
be incompetency, inefficiency, or other legal reasons. The service of 
each employee should be appraised by the professionally competent, 
using objective measures insofar as possible, and retention and pro- 
motion should be made upon the basis of merit as determined by 


professionally trained personnel. 
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5. Means and incentives should be provided for stimulating con- 
tinuous improvement in service on the part of all personnel. 

6. Means and incentives should be provided for encouraging or 
compelling personnel to take leave of absence during temporary dis- 
ability and to retire in case of permanent disability or superannuation. 

7. Educational results are not the only consideration in determin- 
ing salary and wage policies. Like all other institutions, the public 
schools must conform to generally accepted social policies, for ex- 
ample, minimum wages, maximum hours, workmen’s compensation, 
old-age and unemployment security, tenure, seniority, and safe and 
sanitary working conditions. Although these policies enter into per- 
sonnel expenditures, they do not necessarily increase educational re- 
turns. 

8. The level of salaries and wages paid school personnel over a 
long period of time has a direct bearing upon educational returns. If 
the level is high enough relative to earnings in other occupations, the 
capable and competent are more likely to enter and remain in the 
teaching profession, provided that there are (1) professional appoint- 
ments, (2) reasonable tenure, (3) absence of artificial barriers such 
as politics, preferences for local residents, or other policies not based 
upon merit, and (4) generally satisfactory working conditions. If the 
level is high enough relative to the costs of living at a professional 
standard, the more likely the personnel are to improve in service, as- 
suming that good leadership and other incentives are present. 

9. Rapidly raising or lowering the level of salaries and wages will 
not necessarily result in a commensurate increase or decrease in edu- 
cational returns, because of the carry-over of personnel from the pre- 
vious salary level. The increase or decrease in returns will be gradual; 
the cumulative effect upon the in-service improvement of employees 
and persons leaving and entering the profession is the most important 
—depending, of course, upon trends in salaries paid elsewhere, earn- 
ings in other occupations, and costs of living at a professional stand- 
ard. 

10. The main difference between wage policies and salary policies 
is in the nature of the services purchased, The time element (hours 
per day or per week, overtime, and weeks per year) is an essential 
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element in establishing wage rates. With professional salaries the 
elemental considerations are intelligence, professional knowledge and 
skill, and qualities of leadership. As with any professional service, ac- 
cumulated background and technique are what determine value of the 
service, not the time put in on the job. Teaching service to be effective 
requires leisure for preparation, organization, and growth in skill and 
background. 


APPOINTMENTS 


Good public schools cannot be had unless public school authorities 
are free to select the best-qualified candidates for each position, unless 
appointments are made solely upon merit, unless there is freedom from 
pressures in appointments, and unless the salaries paid are high enough 
to attract well-qualified persons into the teaching profession. This 
principle is so sound, so simple, so understandable that any school 
system which gives it full publicity can rally public support to defend 
itself from pressure groups—both from those seeking positions for 
which they are not qualified and from their supporters who attempt 
to undermine the quality of the schools. 


SERVICE 


It follows that only personnel who satisfactorily perform the duties 
of the positons held should be paid the salary of the position. The solu- 
tion is not paying incompetent persons less than that paid for satis- 
factory service. It requires assignment of the person to a position which 
he can fill satisfactorily or his removal from the service. If tenure laws 
Operate to prevent this from happening, the solution lies in modifica- 
tion of tenure laws, not in the maintenance of mediocre salary policies 
which attract mediocre personnel. 

There is justification at times for requiting some personnel to ap- 
proach the salary of the position gradually. This is true where a new 
appointee has the potentialities for filling the job, but requires time to 
acquire the knowledge and skills called for. It also is true when it is 
necessary to upgrade a staff to a higher concept of the responsibilities 
of their positions. The increment device can be applied in such in- 
stances. 
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It often is necessary for fiscal reasons to strike a balance between 
the qualifications of staff and the amount of services to be provided. 
High qualifications can be ineffective if they result in such a high pupil- 
teacher ratio that the staff are overworked and pupils are denied in- 
dividual attention. On the other hand, extremely small pupil-teacher 
ratios attained at the expense of personnel qualifications are of ques- 
tionable educational value. 


TENURE AND RETIREMENT 


Policies and practices affecting the tenure and retirement of em- 
ployees have a significant effect upon salary and wage levels. School 
systems with a 25-percent annual turnover of staff can maintain rela- 
tively liberal compensation for those who remain, their high compen- 
sation being offset by the low compensation for the many new en- 
trants. Yet such a policy hardly fulfills the purposes of personnel 
policies. With practically 100-percent turnover every four years there 
can be little continuity. Personnel leave before they are ready to render 
effective service. Yet, at the other extreme, absence of any turnover for 
a long period has a deadening effect upon services and tends to depress 
salary and wage levels. If no youth coming into the service, a system 
is deprived of vitality and creativeness. Turnover must be controlled 
and kept at a level that will assure efficient, lively, and masterful 
service. Probably an annual turnover of 3 to 5 percent would be 
optimum. In filling vacancies attention must be given to keeping a 
reasonable balance as to age groups. 

Administrative justice requires fair treatment of personnel who 
have devoted their working career to a system. They must be pro- 
tected and allowed to receive the maximum return under retirement 
laws. The fallacy in decrements is that it reduces the retirement al- 
lowance of the person affected and thereby postpones voluntary retire- 
ment. Arbitrarily lowering the compulsory retirement age by legisla- 
tion often does not allow enough flexibility for systems to adjust to 
conditions where it might be desirable to retain older teachers even 
though they are eligible to retire. It often may be a sound investment 
to raise the salaries of superannuated teachers immediately before 
retirement to encourage retirement and at the same time to provide 
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them with a reasonable retirement allowance. Yet it might be possible, 
although not as defensible, to withhold increments for a certain num- 
ber of years prior to retirement, the amount withheld to be repaid to 
the teacher providing he retires when eligible. Where a teacher's serv- 
ices are seriously impaired by age, special assignments and leaves of 
absence with full pay can be utilized. 


SOCIAL POLICY 


From a strictly operational point of view the fundamental considera- 
tion in personnel management is competence to perform the duties of 
a position. Only the service would be paid for and no recognition 
would be given to the social obligations of the staff. If such a policy 
is pursued, the teaching profession would become limited eventually 
to men or women without dependents. As it is, the practice of paying 
men higher salaries than women is disappearing in schools.’ The 
policy of discriminating against married women also is losing favor.” 
The first was indefensible when applied to all men; the second was 
not based upon competence. However, unless personnel policy recog- 
nizes the dependency problem, men cannot make teaching a life work. 
Probably the soundest policy is to give recognition to the dependency 
problems of all teachers regardless of sex." 


DETERMINATION OF SALARY AND WAGE RATES 


A most difficult financial problem in school administration is the 
determination of the salary or wage rates required to attract and hold 
the caliber of personnel required and to enable the staff to function 
at maximum efficiency. Many states have attempted to maintain their 
cettification requirements by minimum salary laws, but salary prob- 
lems cannot be solved solely by legislation. They involve a study of 
such factors as earnings in other occupations, living standards and 
costs, cost of teacher education, supply and demand, and public opin- 
ion. 

2 National Education Association, Progress and Problems in Equal Pay for Equal 
Work (1939), p. 21. 

3 Ibid. TEN h j 

4 National Education Association, Problems and Principles in the Scheduling of 
Teachers’ Salaries (1940), pp- 13-16. 
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Some factors, such as size of community, type of community (es- 
pecially rural versus urban), and size of school district, although they 
do exert a considerable influence on the level of salaries,’ are by them- 
selves relatively unimportant considerations and should be eliminated 
in the determination of salaries. 


MINIMUM SALARY LAWS 


Minimum salary laws have as their objective the maintenance of 
state minimum qualifications for teachers, Whether or not they do this 
depends upon their adequacy and the extent to which the state provides 
enough financial support to enable all school districts to pay the re- 
quired salaries with a reasonable local tax effort. Such laws will not 
solve the other personnel problems of all school systems. Each must 
analyze its. own personnel requirements in terms of purposes and 
program. Each must determine the level of salaries necessary to achieve 
the desired results. Generally the only districts which should pay the 
state minima are those fiscally weak districts that cannot afford any- 
thing but personnel with the minimum qualifications acceptable to 
the state. In such districts basic salary policies are established by state 
law. 


EARNINGS IN OTHER OCCUPATIONS 


No matter what qualifications are established and what other edu- 
cational policies are adopted by public school authorities, the ability 
of a public school system to attract and hold qualified and desirable 
personnel will depend upon a factor beyond the immediate control 
of public school authorities, namely, earnings in other occupations. 
It is an axiom in economics that workers tend to migrate from low- 
paid, overcrowded occupations to better-paid, less crowded callings 
in the absence of arbitrary restraints upon occupational mobility. This 
elemental law of economics applies to public school teaching. When 
secretaries with high-school preparation or less can eatn more than 
elementary school teachers with four years of college preparation, a 
sufficient number of qualified young persons will not make the invest- 
ment required for teacher preparation, and experienced teachers will 


5 See D. H. Cooke, Problems of the Teaching Personnel (1933), pp. 96 ff. 
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tend to leave the profession, as has been true during and following 
wars. When engineers, business executives, and others with high quali- 
fications are unemployed or underpaid relative to teachers, there will 
be an influx of persons seeking temporary employment as teachers, as 
was true during the depression. 

The recruiting and retention of good teachers depend largely upon 
salaries. When the general level of teachers’ salaries is low relative to 
earnings in other occupations, the teaching profession cannot recruit 
the most able youth. During and immediately after World War If 
teachers’ salaries in the United States were very low relative to other 
occupations. In 1913 their average yearly salaries were 45 percent of 
the average of all federal government employees, 48 percent of the 
average of all salaried employees, 53 percent of the average yearly 
earnings of gainfully occupied persons in general, and about 86 per- 
cent of the average wages of workers in industry.” Whereas teachers 
could earn 50 percent more a week than common laborers in 1910, 
by 1920 teachers and common laborers were receiving about the same 
return.’ Under such conditions there was no incentive for able youth 
to invest in the educational background and professional preparation 
required for teaching. The Annual Report of the Education Depart- 
ment of New York State for 1920 deplored the fact that “At the be- 
ginning of the school year 1919-1920 the registration in our state 
normal schools had reached the lowest point within a decade.”* 


LIVING STANDARDS AND COSTS 


Differences in living standards among school districts are more sig- 
nificant than differences in the costs of living at a fixed standard in 
establishing salary levels. In the first place, it is practically impossible 
to live at a uniform standard in different communities. The same 
standards of housing, for example, cannot be applied to both densely 
settled and sparsely settled communities; the standards suitable for the 
sparsely settled area would be prohibitively costly in the densely set- 


6 National Education Association, Department of Classroom Teachers, The Eco- 


nomic Welfare of Teachers (1931), p. 25: 
1 W. R. Burgess, Trends of School Costs (1920), p. ile 
8 University of the State of New York, Seventeenth Annual Report of the Educa- 


tion Department (1921), p. 34. 
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tled area and vice versa. Other factors make for differences in trans- 
portation needs and facilities, recreational Opportunities, clothing out- 
lays, and other items. In the second place, there are wide differences 
in community living requirements. A suburban community of well- 
educated, professional families will require teachers to live at standards 
different from those required in a run-down mill town. Even if the 
community requirements did not vary with living standards, the stand- 
ards of living assured teachers cannot be too far from the standards 
typical of the community. If teachers’ living standards are too low 
relative to community standards, competent teachers either will not be 
attracted to the community or will not remain in it. If teachers’ living 
standards are too high relative to community standards, public opinion 
will tend to be unfavorable to the teaching profession. 

There are two difficulties involved in considering living standards 
as an important basis for salary policies: first, the fact that numerous 
living standards are possible on any given income depending upon 
the ability of the individual person concerned to make wise consumer 
decisions; and second, the fact that teachers have varying dependency 
loads. However, very low levels of income automatically preclude most 
living standards; and adequate salaries assure a wide variety of stand- 
ards. Hence, all that school authorities can do is provide salaries high 
enough to purchase the agreed-upon living standards in the com- 
munity, assuming the teacher has average managerial ability and an 
average dependency load. 

Cost-of-living indices, although they are widely used in determining 
salaries, ate generally misunderstood and misused. Among the facts 
misunderstood and responsible for misuse are the following: There 
are extremely wide variations in living standards. There are almost as 
many costs of living as there are living standards. A single uniform 
living standard must be presumed for constructing a cost-of-living 
index. Cost differences measured by the index apply only to the hypo- 
thetical standard used, and caution must be used in making inferences 
about costs of other living standards. The standard of living used in 
most cost of living indices is that for a four-person family having a 
relatively low income and spending the major portion of its income 
for food, clothing, and shelter. 
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Housing costs plus transportation costs probably are the best single 
index of differences in total cost of living at standards in which the 
costs of these have significant place in the budget. Expenditures for 
these two items affect the costs of hundreds of other items which enter 
into a living standard. Density of population increases land values, 
increases the need for public utilities and services, and inflates housing 
costs. Spread of population within an urban or metropolitan region 
increases the cost of transportation and inflates the cost of public im- 
provements or services. A person must choose between housing having 
proximity to stores, schools, churches, and other institutions where 
housing costs are high, or housing in mote remote sections with in- 
creased costs of transportation and lower housing costs. Urbanism and 
metropolitanism with high land values, great dependence upon public 
utilities, and need for transportation have an inflationary effect both 
on living standards and living costs. In sections of metropolitan areas 
will be found communities with abnormally high standards of living 
and living costs. High living costs tend to go along with high property 
valuations, but valuations will vary by a higher percentage than will 
the costs of living at a given standard—differences in living standards 
again. High taxes are both a cause and an effect of high costs of living 


at given standards. 


COST OF TEACHER EDUCATION 


The effect of salary policies upon the number and quality of persons 
selecting teaching as a career is relative to the cost of preparation. 
Assuming that average teachers’ salaries are higher than those of 
private secretaries, the difference in salaries may not be sufficient to 
encourage the investment in the extra preparation required for teach- 
ing. Salary levels for teachers must be based in part upon the cost of 
teacher pteparation—both pre-service and in-service. 

The cost of teacher preparation is determined by two circumstances 
—the length of preparation required and trends in the cost of higher 
education, It is common knowledge that the length of preparation re- 
quired for teaching has been increasing, even during the depression 
when salary levels were being reduced. Evidence of these trends al- 
ready has been presented. Another fact, not generally recognized, is 
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that the cost of higher education also has been increasing, even during 
the depression. Prior to the depression, there was a steady upward 
trend in college tuition and other costs of college education. During 
the depression, decreased returns on endowments forced many private 
colleges to increase tuition charges; and decreased appropriations or 
increased responsibilities forced state institutions to increase fees and 
other charges made upon students, Inflation accompanying and fol- 
lowing the war forced tuition rates, fees, and the cost of board and 
room still higher. 


SUPPLY AND DEMAND 


Decreasing enrollments, fewer teaching positions, unemployment 
in other occupations, insecurity in private employment, and the im- 
proved economic status of the teaching profession made supply and 
demand a critical issue in determining salary policies for public schools 
during the depression. The manpower shortage and the unfavorable 
economic status of teachers have made supply and demand of teachers 
also a setious postwar problem. 

Generally the law of supply and demand has been interpreted to 
mean that the greater the supply of teachers relative to the demand, 
the less school authorities have to pay in salaries; and the greater the 
demand relative to the supply, the more they have to pay. Unfortu- 
nately the relationship between the two factors is not so simple. Low 
salaries can lead to scarcity of teachers and thereby give an impetus 
to higher salaries; high salaries can lead to overcrowding and the 
lowering of salaries. Moreover, supply is not a simple concept; nor is 
demand. 

The supply of teachers in a practical sense is the number of licensed 
teachers who are seeking employment or can be induced to seek em- 
ployment within a state at a given time. It really equals all employed 
teachers who might want to change positions, plus all other eligible 
candidates seeking teaching positions. The National Education As- 
sociation’s Committee on Supply, Preparation, and Certification of 
Teachets recommends the following definition: “The current supply 
of teachers for positions of any given type is equal to the number of 
persons not employed in positions of this type during the preceding 
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year who are certificated (or eligible for certification) and who are 
available for appointment to positions of the type under consideration 
in the year being studied.” 

Supply defined even in such a narrow sense is difficult to measure 
and control. When certification requirements were lower than they 
now are, tens of thousands of life certificates were issued. Very fre- 
quently these low-grade life certificates were very general, permitting 
teachers to teach almost anything to almost anyone. Thousands of 
persons holding such licenses have left teaching for other occupations, 
for marriage, or for other reasons. Many of them may decide to return 
to teaching in any one year. Moreover, other thousands of persons 
holding higher grade, more specialized licenses good for life or for a 
long period of time are no longer teaching, but may seek employment 
at any time. Persons from other states eligible to teach under the re- 
quirements in a certain state may move in to that state at any time and 
seek employment as teachers. Many graduates of colleges not under the 
control of the state may seek positions as teachers; many graduates of 
state teacher institution may decide not to teach. 

Since there is no central agency where all potential candidates must 
register their intent to seek employment as teachers during a given 
year, it is practically impossible to measure accurately the supply of 
teachers. 

Another complicating factor is that many local school authorities 
have requirements higher than those set up by the state. This factor 
reduces the supply for the districts with the higher requirements for 
teachers, but increases the supply for the districts which will accept 
the lowest requirements. As Morrison says: “A literally enormous 
number of independent districts are always competing with one an- 
other for labor in the presence of a great labor reserve. Most of the 
districts are fiscally unable to pay mote than casual-labor wages. . . - 
Competition is thus always in the direction of low wages and not in 
the direction of minimum wages for maximum quality.”"” The supply 
of teachers is relative to the standards or requirements of the local 


9 National Education Association, Teacher Supply and Demand: A Program of 


Action (1941), p. 21. 
10 H, C. Morrison, The Management of the School Money (1932), p. 229. 
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school district. There probably never will be an oversupply of well- 
qualified teachers. Small rural school districts seem to be less willing 
and less able to establish high standards; hence the vicious cycle of 
oversupply, low salaries, and low qualifications operates at its worst 
in rural areas. 

The uncontrolled operation of supply and demand in determining 
teacher salary levels will not make for good public education. Quali- 
fications will be determined not by the educational program, but by the 
level of salaries paid. Shifting from job to job will be substituted for 
thorough pre-service preparation and accumulated professional growth 
and experience. Financial instability and insecurity will destroy morale. 
Overcrowding will alternate with periods of teacher scarcity. 


PUBLIC OPINION 


The only teacher salary policies which will remain in force are those 
which the public will continue to support. Unless the public wants 
good schools, understands that good schools require good teachers, 
and realizes that salary policies are established to promote good 
schools, teachers’ salaries ate always in jeopardy. All organizations 
interested in civic well-being should participate in the formulation of 
salary policies and should be kept informed on the reasons for present 
salary policies or changes in policies. The public in general should be 
kept informed Continuously through every possible means. The first 
step in gaining such public understanding and support is having 
definitely established policies and standards that are defensible. 


WAGE RATES 


Basic wage rates for nonprofessional petsonnel in schools are de- 
termined largely by trends in private employment. Nonteaching per- 
sonnel, if skilled, possess skills that easily can be marketed with other 
employers. They quickly can shift from public school employment 
to other public or private employment. The same is true of unskilled 
labor. Thus, wage rates tend to respond more quickly to changes in 
prevailing levels in other employment than do salaries of teaching 
personnel, who cannot easily shift to other employment. Because of 
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this factor, wage rates tend to adjust to cost of living changes more 
than do teachers’ salaries.” 

A fundamental principle in the determination of wage rates is that 
money spent for nonteaching personnel is money that is not being di- 
rectly spent on the carrying out of the functions of schools. Therefore, 
such expenditures must be kept at the minimum required to perform 
the work incidental to instruction. This does not imply exploitation of 
labor, or inhumane management. What is implied is resistence to 
politics or coercion which force wage rates above levels that can be 
justified in terms of prevailing wage tates, living costs, and salaries 
paid highly educated professional employees. 


COERCION 


Collective coercion by employees does not assure sound salary or 


wage policies. Management should avoid creating conditions that make 


it necessary for employees to resort to force. Force, once used to correct 


justifiable grievances, may be used later to obtain unreasonable de- 
mands, Management must be ready to listen to representatives of em- 
ployees whether or not they are unionized. The issues should be studied 
carefully by management and employees together, with all pertinent 
facts being considered. Where they cannot arrive at a mutually satis- 
factory agreement, provision should be made for impartial review by a 
state agency. This is far better than prohibiting strikes by public em- 
ployees without establishing machinery for setting grievances or dis- 


putes. 


USE OF PERSONNEL 


One of the major potential sources of waste in public school man- 
agement is in the use of personnel. Outstanding examples of such 
waste include uneconomical work loads and the assignment to highly 
trained, highly paid personnel of work which might be performed by 
persons with less training, receiving lower salaries. Since salaries and 


wages represent the major part of the school budget, such wastes be- 


come serious. 
11 A. B. Moehlman, Public School Finance (1927), ch. X. 
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TEACHING PERSONNEL 


The control of pupil-teacher ratio or work loads involves a great 
many factors, for example: the objectives to be attained; the skill of 
teachers; curriculum provisions, requirements, policies, and restrictions; 
organization; length of the school day; the size of the unit of admin- 
istration; the size of the attendance area; the size and structure of plant 
and other facilities available; adjustments to decreasing enrollments; 
and schedules. 

Small class-size, pupil-teacher ratio, or small work load in order to 
attain certain results does not mean waste if the objectives are being 
achieved and if equal or better results cannot be attained by more 
economical use of personnel, facilities, and materials. A school system 
which stresses individual attention and broad objectives will have to 
operate on a smaller pupil-teacher ratio than a system concentrating 
upon group mastery of a limited number of skills or subject matter, but 
this is relative to the technical skill and efficiency of the staff. Research 
has tended to support the hypothesis that larger classes are about as 
effective as smaller ones in mass instruction in textbook content, but 
research has not yet provided the answer for other objectives. Con- 
sensus and average practice would indicate that a class size of twenty- 
five to thirty-five is optimum for most instructional purposes. The 
pupil-teacher ratio, of course, will be smaller and will vary depending 
upon the special services provided. Work loads will depend upon the 
objectives, curriculum, preparation required daily, services rendered, 
methods used, and many other factors. Achievement of results desired, 
methods and efficiency, and the health and morale of the teaching staff 
must be weighed in making decisions on class size, pupil-teacher ratio, 
and work loads. It is somewhat doubtful that extremely small class size 
or small pupil-teacher ratios can be justified educationally.” 

Extremely small units of school government, unsatisfactory attend- 
ance areas, and poorly located and constructed plants are among the 
major causes of inefficient use of personnel. These were discussed in 
Chapter III. 


3 12 See Encyclopedia of Educational Research (1941), pp. 197 ff. See also H. H. 
Linn, Practical School Economies (1934), pp. 138 ff. 
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Failure to adjust the staff to decreasing enrollments will decrease 
pupil-teacher ratios or class size and increase waste. When both ele- 
mentary and secondary school enrollments were declining, this became 
one of the most serious difficulties confronting school management in 
all types of school districts. Curtailment of new appointments, retire- 
ment at an earlier age, careful elimination of the incompetent, retrain- 
ing competent personnel for other types of work, closing schools, com- 
bining classes, and abolishing unnecessary positions must accompany 
downward trends in registration. Failure to make such adjustments not 
only means present waste but it means future waste through curtailed 
salary schedules and the consequent deterioration in personnel. The 
necessary adjustments can be made by local management in the large 
units, but in small units adjustments to decreasing attendance can be 
accomplished only by district reorganization and changing the sparsity 
factor in state-support formulas. 

The making of a program or a schedule offers management its great- 
est opportunity to plan for the economical use of personnel and physi- 
cal facilities, particularly in the high schools. Schedule-making goes far 
beyond the assignment of persons to a given duty, in a given place, at a 
given time. It involves an evaluation of each activity and a considera- 
tion of whether or not the activity needs to be offered every year or in 
every school. There is no reason why many small-enrollment subjects 
cannot be alternated. There is no reason why certain specialized college- 
entrance, vocational, technical, or other small-enrollment courses 
should not be offered only at certain convenient regional centers. 
Schedule-making, moreover, requires a careful appraisal of all physical 
facilities, planning for multiple use—for example, installing cafeterias 
for study halls, making alterations to existing plant, and the purchas- 
ing of additional furniture and equipment where necessary. It also re- 
quires some imagination in relation to timing. Why should all offerings 
come during certain hours of the day? Why should not certain ad- 
vanced courses be offered at night when adults, out-of-school youth, 
and high-school students may enroll? Why should all periods be the 
same length year after year, day after day, and within a given day? 
Why should a school have the same number of periods every day? 
Why should all courses be for the same number of weeks? 
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The schedule is almost as fundamental in management as the 
budget itself. Only through inventiveness, experimentation, and flexi- 
bility in schedule-making can the maximum use be made of personnel 
and material. The schedule, next to the budget, determines the return 
received for money spent. The schedule controls the use of time, effort, 
and materials in a school system. The maximum curriculum enrich- 
ment for money spent is relative to the schedules made. Management 
should give schedule-making the emphasis it deserves,” 


NONPROFESSIONAL EMPLOYEES 


A fifth of the employees of school systems may be nonprofessional, 
such as clerks, custodians, maintenance workers, bus drivers, and cafe- 
teria employees. Waste in the use of these can run as high as 50 per- 
cent or more. It generally is present where political appointments 
must be made for patronage and relief. It generally exists wherever 
there is little supervision, poor planning, duplication, poor equipment 
and supplies, lack of transportation, no training program, lack of co- 
operation, and a dearth of labor-saving devices. The optimum use of 
nonprofessional employees requires merit appointments, careful plan- 
ning, codperation from professional personnel and pupils, standards 
for workmanship, supervision, job analyses and time studies, appraisal 
of methods of doing jobs, work schedules and time schedules, on-the- 
job training, and employment of all means to increase labor efficiency." 

The need for employees can be reduced by thoughtful planning. 
(1) Through planning, the personnel requirements for offices, plant, 
transportation, and other auxiliary enterprises can be reduced. (2) As 
shown in the next chapter, economy in the management of expendi- 
tures for material must be weighed against labor costs. Plant and equip- 
ment requiring large outlays for operation and maintenance should be 
disposed of as soon as possible. (3) Peak load should not determine 
the number of employees. The peak load can be handled by the use of 


13 See R. E. Langfitt, The Daily Schedule and High School Organization (1938); 
R. C. Puckett, Making a High School Schedule of Recitations (1931). 

1t Hazel Davis, Personnel Administration in Three Non-Teaching Services of 
Public School Systems (1939). 

15 See H. H. Linn, op. cit; F. E. Henzlik and Others, Practical Economies in 
School Administration (1932); William S. Cooper, Economy in Education (1933). 
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part-time employees or temporary use of other personnel. (4) Tempo- 
rary need must be distinguished from normal need for help. Temporary 
demands should be filled with temporary employees. Positions no 
longer required should be abolished without delay. (5) In employing 
personnel, stress should be placed upon multiple skills—janitors who 
can make minor repairs, bus drivers who can assist with custodial work, 
and clerks who can perform a variety of office duties. (6) When a 
job has to be done, the tools and materials to do the job should be 
there before the job is to begin. (7) Generally there is no saving in 
failing to provide proper tools and materials. The waste in time and 
effort costs more than the savings on materials. (8) Simplification of 
procedures and routine is a potential source of labor saving. (9) Where 
employees have to move from one place to another during the day, 
rapid transportation should be provided. (10) The frequency with 
which certain jobs must be done can often be reduced through plan- 
ning. Steps taken to increase the civic pride of a student body and to 
increase faculty codperation reduce the amount of work involved in 
operation and maintenance. (11) The time and place where work is 
to be done affects the efficient use of labor. For examples: cleaning 
often can be done efficiently at night when a building is empty. Office 
work can be done with less waste where the workers are not distracted 
by staff or pupils. (12) Centralization or consolidation of operations 
or services often provides opportunities for reducing personnel require- 
ments. Pooling of office personnel can result in savings. (13) Routine 
carried on year after year should be examined. A large amount of cleri- 
cal work can be devoted to records or reports that are no longer used 
or that no longer are considered important. (14) Staggered work 
schedules can be utilized to make maximum use of all personnel. The 
size of the shifts can be adjusted to the work to be done at certain times. 
(15) Regular personnel can be trained and used for other work dur- 
ing the vacation periods, thereby reducing the amount of extra help 
required,”° 

The number of employees required is relative to the standards estab- 
lished for office work, plant operation, maintenance, and auxiliary 
services such as cafeterias and transportation. Labor saving that results 


16 Linn, op. cit., pp. 126 f., 202 ff., and 288 ff. * 
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in health and safety hazards is not economical. Labor saved at the 
expense of a greater outlay for materials, such as fuel, or a greater 
ultimate labor cost for repairs may be most unwise. Standards must 
come first, but they should be no higher than is absolutely essential to 
carry out the functions of the schools. They should be reéxamined 
frequently.” 

The number of employees required to do any job at a given standard 
is relative to the efficiency of employees. Efficiency can be increased 
through careful selection, on-the-job training, maximum use of labor- 
saving devices, and supervision. Even where it is possible to select effi- 
cient workers, efficiency can be increased through training. Workers 
can improve their skills, learn new methods, and acquire knowledge 
necessary to effective performance, and acquire other skills of use to 
the school system. Custodians can be taught to service equipment and 
make many minor repairs. Bus drivers can be taught to make many 
repairs both on transportation equipment and other school equipment. 
Large school systems can maintain their own training programs as has 
been done in Minneapolis. All school systems can prepare simple direc- 
tions and demonstrations for employees." State education departments 
or colleges can establish courses for the smaller school systems as has 
been done in states like Colorado, Connecticut, Kansas, Nebraska, New 
York, and many other states.” 

The purpose of supervision is not merely to see that employees do 
not loaf on the job. One of its chief functions is to screen out for perma- 
nent appointment employees who do not require watching. Another 
function is to make job analyses, time studies, and experiments with 
new methods, labor-saving devices, tools, and supplies. Out of such 
studies done in coöperation with employees will come a better idea 
of the what, when, and how of the work to be done. With such knowl- 
edge it is possible to prepare work and time schedules to get the work 

See N. L. Engelhardt and Others, Standards for Public School Janitorial- 
Engineering Service (1926); and H. H. Linn, Check List Forms for Rating School 


Custodial Service (1940); and H. M. Schwartz, I t in the Maintenance 
of Public School Buildings (1926). aoe 


18K. O. Brady, Handbook for School Custodians (1940), or handbooks like those 
for Seattle and Arkansas. 
eat F. Womrath, Efficient Business Administration of Public Schools (1932); 
ch, XII. 
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done with the least labor cost. Such schedules show the work to be 
done, when it is to be done, and the time required. Like the schedule 
for professional employees, they indicate the number and type of per- 
sonnel required to perform the nonprofessional work in the schools.” 
Supervision also helps organize the work where many are involved.” 

It generally is impossible to establish arbitrary norms as to the 
amount of labor required to do certain jobs. In operation and mainte- 
nance it depends upon the type of construction, the age and condition 
of the plant, the kind of heating equipment, the neighborhood (smoke 
and dirt), and tens of other variables. Each school system must deter- 
mine its own labor needs. Published standards, nevertheless, provide a 
starting point for analysis. They put management on the alert to find 
the cause of variation—is it labor inefficiency or something else? The 
administrator should examine studies of the use of nonprofessional 
employees in other school systems.” 

The use of skilled labor to do work that could be done by unskilled 
labor is hardly ever justified. Although other employees can be trained 
to make minor repairs, work requiring special skills generally should 
be assigned to skilled labor. This applies especially to the servicing of 
plant and other expensive equipment. Whether or not a school system 
should contract for such services or employ its own skilled workmen 
depends upon the volume of work and the supervision that can be 
provided. It can eliminate the contractor's profit only if it can get the 
same efficiency as the contractor. To do this requires organization and 
oversight. 

What both private contractors and public employers can get by way 
of efficiency depends upon worker morale. With the spread of unions 
among school employees this problem becomes serious. Unless the 
leadership of the union is concerned over output and efficiency, the 
union can become an instrument for increasing the use of personnel 


20 See Linn, op. cit., pp. 204 ff. 

21 Nelson E. Viles, The Custodian at Work (1941); C. E. Reeves and H. S. Gan- 
ders, School Building Management (1928); and Harold D. Hynds, Guide for 
Supervising Custodian-Engineers (1946). i z x 

2? For example: M. G. Pattington, “How Many Janitors? American School 
Board Journal CXII (May, 1946), p. 49; or Harry Smallenburg, ‘Assignment of 
Clerical Assistance in Elementary and Secondary Schools,” American School Board 


Journal CX (Feb., 1945), 37-38. 
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rather than reducing it where such reduction can be made without dis- 
advantage to the workers retained. 


EVALUATION OF SERVICES 


Sound personnel management must be based upon the principle 
that persons rendering a service are sufficiently competent to attain 
reasonable results. Where the results are simple and can be expressed 
in quantitative units, such as volume of production of bolts or volume 
of sales of shoes, this policy is relatively easy to apply. However, in a 
complex social service like education with multiple objectives and 
many qualitative factors, evaluation is not simple. The variables are 
many and the tools of evaluation are crude.” 


NEED FOR ADMINISTRATIVE COMPETENCE 


If a school system lacks competent professional, nonpolitical admin- 
istration of schools there just is no way of assuring merit in teaching 
service. School administrators must be selected and retained who pos- 
sess the necessary personal and technical competence, particularly in 
personnel management. Those who are to select, assist, and dismiss 
teachers must be selected and dismissed on a merit basis. As it is, 
school administrators sometimes are selected and dismissed by lay 
boards for reasons which would be difficult to define and often very 
hard to defend. Once selected, their services are seldom appraised by 
persons competent to judge school administration. 


DIFFICULTIES INVOLVED 


Under conditions of controlled experimentation where individuals 
could be subject to identical environmental forces, it might be possible 
to discern their relative strengths and weaknesses. However, no two 
teachers operate under identical environmental conditions. Each has 
different pupils or combinations of pupils, different assignments, some- 
what different responsibilities, and somewhat different physical settings. 
Furthermore, the real value of teaching service depends upon the ef- 
fects upon individuals. These effects are conditioned by the past efforts 


2 W. G. Reavis and D. H. Cooper, Evaluation of Teacher Merit in City School 
Systems (1945). 
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of other teachers, differences in the natural characteristics of pupils, 
and differences in the environmental experiences of pupils. Many of 
the effects are not felt for decades. Measurement at the present time 
does not get directly at these effects, but turns to secondary considera- 
tions such as personality traits, teaching technique, knowledge, and 
professional activities. There is no certainty that judgments based upon 
such factors necessarily are reflected in actual educational results. 

One of the most serious dilemmas in evaluating a complex social 
activity like education is striking a balance between conformity and 
heterogeneity. The valuation process tends to stress conformity to pre- 
conceived values and standards. Yet values and standards that are dis- 
regarded or depreciated may be more important than those that are 
stressed and appreciated. If an attempt is made to evaluate individuals 
on a heterogeneous basis, then it becomes almost impossible to assign 
equivalent weightings to the different attributes. We have no way of 
knowing whether the sum of A, B, and C characteristics is less than, 
equal to, or more than, the value of the sum of X, Y, and Z charac- 
teristics. 


INDIVIDUAL DIFFERENCES 

In the actual operation of schools we possess only a very finite degree 
of reasonably certain knowledge. Under the circumstances it would 
seem to be the wise policy to take individual differences for granted. 
Instead of dissipating effort in attempting to place values upon the 
different strengths and weaknesses of the staff, it would be far better to 
devote the energies to molding the different talents and attributes of 
the staff into a working team. Few individuals can approach our con- 
ceptual ideals, but a team can approach the ideal much more readily 
by combining the outstanding characteristics of many individuals. An 
institution which capitalizes upon individual differences, building up 
the strengths and subordinating the weaknesses of the staff, can give 
pupils a far better educational experience than can an institution made 
up of uncodrdinated, competing, discrete personalities. 


APPLICATION OF MERIT AT EXTREMES 
The application of merit inevitably involves appraisal or some kind 
of measurement. In all complex evaluation or measurement where the 
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instruments are crude, the safest place to begin is at the extremes, 
Even a crude instrument often will detect extreme variations. Making 
fine distinctions on either side of a central tendency requires an ex- 
tremely sensitive and accurate measuring instrument. It is in this area 
that subjective judgment tends to make its greatest errors. Even with 
such a simple thing as achievement in a content or skill subject it is 
difficult to determine subjectively the relative standing of individuals 
in the middle groups. 

Once we have secured good school administration competent to 
handle personnel problems, we should first apply merit in the initial 
selection of teachers. This is like preventive medicine. It eliminates at 
source the shortcomings which some school administrators try to rem- 
edy by rewards and penalties. One of the weakest aspects of school 
administration in the past has been the slipshod way in which teachers 
have been selected and placed on permanent appointment. Most teach- 
ers are hired without any direct observation of their work and all too 
many ate placed on permanent appointment without sufficient observa- 
tion of their performance in a particular environment. Rigorous selec- 
tion will make it easier to achieve merit in the service. 

A second step which can safely be taken at this time is the elimina- 
tion of teachers who are outstandingly incapable or unwilling to do 
what is expected in their positions. Even with crude measuring instru- 
ments such extreme cases can be detected. Of course, mistakes will be 
made, but the mistakes will not handicap effective operations. The 
extreme deviates will be eliminated from the service, which is much 
better than keeping them in the service at the expense of the children 
and further imposing penalties or lack of rewards which only increases 
the liability by adding emotional disturbance to the initial incompe- 
tence. Furthermore, unless the extremely ineffective persons are re- 
moved from the service, after having been given every reasonable op- 
portunity and assistance, it is futile to talk merit to the remainder of 
the staff who are doing reasonably satisfactory work. 


PAYMENT FOR SERVICES 


The attainment of high-caliber professional service requires the pay- 
ment of a professional salary after a reasonable probationary period. 
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Some teacher-salary schedules provide salaries higher than necessary 
during the probationary period. Few ever provide a professional salary 
level. Most require too long to reach even a subprofessional salary. If 
the purpose of the salary is to provide competent personnel with a 
living standard conducive to effective service, the professional salary 
should begin as soon as the employee has proved his competence. Ordi- 
narily this would mean after about five years’ service. Increments gen- 
erally are a fiscal device for delaying the payment of an adequate 
salary. It is a fallacy to regard the increments in most salary schedules 
as rewards for improved service. 


SALARY SCHEDULING 


In the absence of an automatic salary scale or schedule, teachers 
must bargain individually with school boards. Because merit is practi- 
cally impossible to measure accurately and objectively and because per- 
sonal and psychological factors cannot easily be eliminated, individual 
bargaining is almost certain to give the advantage to the aggressive, the 
politically powerful, the personally influential, and those who can use 
other forms of pressure. For the same reasons, morale among the entire 
teaching force is likely to be bad when compensation is determined 
upon the basis of individual bargaining. A salary schedule, on the 
other hand, is impersonal and objective, and eliminates many petty 
psychological conflicts. It is easier to administer than individual bar- 
gaining. It also simplifies budget-making. It increases security and 
makes for stability in employment. It improves the status of teaching 
as a profession. 

A salary schedule, however, presents its own problems; it has limita- 
tions; and there are dangers to be avoided. First of all, a salary schedule 
should not determine educational, personnel, and salary policies; rather 
the schedule should grow out of and be a means for putting agreed- 
upon policies into effect. There also is the danger that the equalizing 
effect of a salary schedule will weaken initiative to do a better than 
average job, but this danger can be avoided by a good supervisory pro- 
gtam and a properly conceived schedule. Moreover, there are weak- 
nesses in certain existing schedules which should not or need not be 
continued, for example, concentrating all increments during the first 
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few years of service, not providing a sufficiently high maximum to 
promote best efforts, and inflexibility in adjusting to changed condi- 
tions. The disadvantages can be overcome and the advantages are 
great. As Elsbree concludes, “It is no longer a question of whether or 
not a school system shall have a salary schedule; the problem today is 
how to formulate the most effective schedule.””* 

Several statements of principles of salary scheduling have been 
made. For example, Lewis lists the following:” 


“A minimum age, certificate, amount and kind of training should be 
required of all beginners.” 

“Other factors being the same, the teacher in one grade should receive 
as much salary as the teacher in any other grade or school division.” 

“Salary incteases and attainable maximum should be so arranged that 
(a) they offer a career in teaching; (b) they induce the best young men 
and women from high school to prepare for teaching; and (c) they secure 
constant improvement during the time of teaching.” 

“The more and better the academic and professional preparation that 
a teacher has, other factors being equal, the more salary she should receive.” 

“The more successful experience a teacher has had, other factors being 
equal, the more salary she should receive.” 

“There should be enough flexibility in the salary schedule to provide 
extra pay for teachers of extra ability.” 

“Between the sexes there should be, wherever possible, equal pay for 
equal merit, equal training, equal experience, and equal work.” 


A more recent statement of principles includes these additional ones:”” 


“The construction of teachers’ salary schedules and the formulation of 
salary policies should be undertaken jointly by classroom teachers, school 
administrators, school board members, and interested laymen.” 

“The use of so-called efficiency ratings as a basis for salary awards is 
impractical and inadvisable in public education.” 

“The relationship of professional and academic qualifications to the lo- 
cation of teachers on the salary scale should be clearly stated in the rules 


24 W, S. Elsbree, Teachers’ Salaries (1931), p. 6. 

25 E, E. Lewis, Personnel Problems of the Teaching Staff (1925), pp. 279 ff. 

26 National Education Association, Problems and Principles in the Scheduling of 
Teachers’ Salaries, pp. 6 f. 
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and regulations governing the operation of the schedule and regular ap- 
praisal should be made of individual teacher qualifications.” 

“Provision should be made in a salary schedule for definitely announced 
salary increases to be awarded regularly at fixed intervals of time until a 


given maximum salary is reached.” 
Teachers’ salaries should be based in part on the cost of maintaining an 
appropriate standard of living.” 


In changing from one schedule to another, a number of principles 
have been developed including these:”” 


“No teacher's salary should be reduced as a result of the new schedule.” 

“All new teachers coming into the system should be placed on the new 
schedule at once, provided that the minimum qualifications are met.” 

“All teachers’ salaries should be increased at least to the minimum to 
which their preparation entitles them, except in the case of those teachers 
whose inefficiency has been clearly demonstrated.” 

“Teachers who have been receiving more than the minimum for their 
group should receive no regular annual increment until the group has 


been advanced to their present level.” 
“Teachers who have been receiving more than the maximum for their 
group should not be eligible for further increases until further preparation 


is secured,” 
“Teachers who come into the system with teaching expetience should 


be placed above the minimum for their group. Generally two years of ex- 
perience outside the system should be equal to one in the system.” 


Other principles are implied in the discussion of basic policies and 


factors. 


TYPE OF SCHEDULE 

Usually salary schedules are classified as position-type or preparation- 
type (the single salary schedule).* The real difference, however, is in 
the fundamental policies or principles being carried out. The position- 
type schedule and its variations provide higher salaries for teachers in 
certain positions regardless of preparation, that is, high-school teachers 


27D. H. Cooke, Administering the Teaching Personnel (1939), p. 297. 
28 See Elsbree, op. cit, ch. IV. 
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automatically get higher salaries than elementary-school teachers, The 
single salary schedule provides equal salaries for teachers with equal 
qualifications and equal responsibilities regardless of position.” Obvi- 
ously most position-type schedules are a carry-over from the petiod 
when the difference between the preparation for high-school teaching 
and that for elementary-school teaching was much higher than it is 
today. Often merit provisions are combined with either of the fore- 
going types, and the schedule is referred to as a merit-type. Under the 
last type, salary increments depend wholly or in part upon an evalua- 
tion of services rendered, 

All these types contain many subjective elements. In the first two 
the decision as to the relative value of preparation and experience 
must be made on subjective considerations. The telative weightings 
given to experience and preparation in determining salaries are subject 
to wide variations in practice. ‘The metit-type schedule attempts to 
overcome the limitations of assuming that given amounts of prepara- 
tion or given amounts of experience are equally valuable.” However, 
rating at the present time is itself a very subjective process and has 
serious effects upon morale. 

The extent to which salary schedules should be based upon merit 
cannot be answered with confidence. It depends upon subtle psycho- 
logical considerations. How will the morale of the many be affected by 
the giving of additional compensation to not quite so many on the 
basis of merit? Will it call attention to their inadequacy and thereby 
decrease their efficiency as teamworkers? Will there be enough addi- 
tional efficiency upon the part of those rewarded for merit to offset the 
loss? These questions must be answered. No personnel policy in schools 
can be justified unless it increases the total effectiveness of the entire 
staff. The extent to which merit should be a factor in salary schedules 
will depend upon how it affects morale and Operational achievements. 
Research has no answer. Experience tells us to be cautious. 

Generally, separate schedules are provided for classroom teachers, 
administrative and supervisory employees, special professional services, 


2 See L. L. Morris, The Single Salary Schedule (1930); R. R. Bowles, The Op- 
eration and Effect of a Single Salary Schedule (1932). 
fies) P. Young, The Administration of Merit-Type Teachers’ Salary Schedules 
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clerical or office employees, skilled or semiprofessional services, and 
unskilled labor. 


SCHEDULE PROVISIONS 


A salary schedule is more than a statement of minimum salaries, 
increments and maximum or supermaximum salaries. It should contain 
a statement of all school board policies and state laws affecting teacher 
salaries (these basic policies have been discussed elsewhere). It should 
summarize the qualifications for each type of position and the laws, 
rules, and regulations regarding appointments, tenure, dismissal, and 
retirement of all personnel. Provisions regarding sick leave, leave of 
absence, sabbatical leave, marriage and maternity, travel allowances, 
expense accounts, insurance, medical care, allowance for summer-school 
attendance, allowance for dependents, allowance for extra duties, and 
similar personnel policies should appear in the schedule. Regulations 
affecting prior service in other systems, substitute service, probation- 
ary teachers, in-service preparation, transfers, abolishing positions, pay 
rolls, frequency of payment, discipline, local residents, and other ad- 
ministrative rules and procedures affecting personnel and their compen- 
sation should appear in the schedule.” Where different schedules are 
in force for different types of work, such as supervision, maintenance, 
or administration, such schedules should be included along with the 


teacher schedule. 


INCREMENTS 


Increments have been used as a fiscal device to delay payment of an 
adequate professional salary. The objective of increments should be to 
bring the teaching staff quickly to a salary above that of skilled labor 
and commensurate with what persons with similar abilities, prepara- 
tion, experience, and skill can earn in other public or private employ- 
ment. It is justifiable to keep teachers’ salaries close to the minimum 
during the trial or probationary period (usually about three years). 
Many of those who try will fail to demonstrate the qualities assumed 
to þe essential for a successful teaching career. To pay high salaries 


30 For a study of these items see P. A. Cowen, Teachers’ Salary Schedules (Uni- 
versity of the State of New York Bulletin No. 1173, 1939). 
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during the try-out period will prove wasteful. However, once a person 
has demonstrated his capacity to assume his professional responsibili- 
ties, he should be stepped up as quickly as possible to a professional 
salary level, probably within five years after the probationary period. 
It can be safely assumed that living standard has a high relationship 
to service. Hence, it is desirable to enable teachers to enjoy the desir- 
able professional standard of living early in their careers. Too often 
increments are used as a device for postponing professionalization of 
teaching until a person is almost ready to retire. If salaries contribute 
to effective service as they must to some extent, the salaries should be 
paid during the years of greatest potential contribution to the service, 
not when age and infirmity are beginning to reduce efficiency. 


PAYROLL PROCEDURE 


The information employees require regarding payment for services 
should be summarized in the salary or wage schedules or statements of 
salary or wage policies. Each employee of a school system, full-time, 
part-time, regular, or temporary, should be supplied with the follow- 
ing information ( up-to-date): (1) tegulations on sick leave, leave of 
absence, and other absences, especially the provisions for payment dur- 
ing absence; (2) amounts deducted for retirement, taxes, or group 
insurance; (3) policies on reimbursement for travel related to daily 
work, summer-school attendance, extra duties, overtime, or other ex- 
penses incurred in connection with work; (4) data on length of term, 
holidays, frequency of payment, date of payment, place of payment, 
and manner of payment; (5) procedures to be followed in securing 
adjustments in payment resulting from errors, omissions, or lack of 
data; (6) regulations on substitute service. 

A gtowing number of school systems are allowing a certain number 
of days of sick leave annually without salary or wage reductions. Many 
school systems allow this leave to accumulate. The objective in cumu- 
lative leave is to provide security against serious illness and to discour- 
age unnecessary absence. In the case of absences not sanctioned by 
regulations, there may be penalties as well as full payroll deductions. 
Absenteeism should be studied from time to time to determine causes 
to make the changes in policies, regulations, or practices required to 
reduce it. ; 
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The objective in payroll preparation is to make payments in full on 
the date agreed upon. This first implies good central control of income 
to have the funds available when needed. It means that the payroll 
must be prepared in the central office, following a calendar showing 
each payday, the date that reports from operational units must be in, 
the date the payroll must be ready, holidays and vacations. To save 
time and money, the central office should have a master list of person- 
nel giving number, name, assignment with the amount due for each 
payroll period based upon copies of all contracts and agreements kept 
on file in the central office. Changes in personnel, assignments, posi- 
tions, and salaries should be kept up to date. Calculations for absences, 
taxes, retirement, insurance, or bonds should be made in tabular form 
so that they can be copied and verified quickly. Columns should be 
provided in the payroll forms for deductions because of absences, net 
payment due after such deductions, plus columns for each deduction to 
be made (retirement, taxes, etc.), and a final column for the amount 
to be paid. The completed payroll should be signed by the officer au- 
thorized to approve it. The forms should be planned to yield the data 
required for accounting with space for coding. 

Prudent payroll management precludes payments in cash. Cash pay- 
ments make it difficult to discover and rectify errors. The danger of 
loss is always present. Warrants that have to be discounted in order to 
receive immediate payment cannot be defended. They are in reality 
salary reductions which may not be justified. The soundest method is 
payment by check or its equivalent, which can be used as a receipt and 
which can provide basic data needed for accounting. With checks 
errors can be easily verified. Where mistakes are made they should be 


rectified without delay.” 


SUBSTITUTE SERVICE 

The objective in the administration of substitute service is the main- 
tenance of operational efficiency. Large systems with a predictable 
minimum of absence can retain a number of full-time employees spe- 
cifically prepared for substitute service. All school systems can im- 
ptove efficiency by paying substitutes on the same basis as they pay 


31 See N. L. Engelhardt and Fred Engelhardt, Public School Business Administra- 
tion (1927), ch. XXV. 
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regular employees with similar qualifications, by treating substitutes 
as an integral part of the school service with the same benefits and 
responsibilities, by orienting substitutes regarding the school program 
and practices, by providing specific in-service preparation for substitute 
services, by requiring regular employees to keep a cumulative record 
of what they have done up to the time of absence, and by maintaining 
a file of teaching aids that will enable daily substitutes who have no op- 
portunity to prepare their work to make worthwhile use of their time. 
The maintenance of efficiency and dispatch in handling substitute 
service presumes central control of substitute assignments with a pool- 
ing of the personnel available, the maintaining of adequate records of 
their qualifications, and the utilizing of every device for quick com- 
munication. The maintenance of effective substitute service in small 
school systems generally can be attained only by utilizing some central 
agency such as a teachers’ college or a county superintendent's office. 


SUMMARY 


Personnel account for most public school expenditures; so the ma- 
jor part of financial management involves salary and wage policies 
and the use made of personnel. Unless management is free to seek the 
most competent for each position and unless merit governs retention, 
promotion, and dismissal of staff, it is impossible to defend salary and 
wage policies. A balance must be attained between quality of staffing 
and the quantity of services to be provided. There should be a balance 
as to age groups with turnover kept as low as possible. 

The major factors involved in determining salaries are earnings in 
other occupations, living standards and costs, cost of teacher education, 
supply and demand, and public opinion. Minimum salary laws are 
valuable only for enforcing minimum certification requirements in 
backward districts, Salary policy should be determined in terms of local 
conditions. The supply of good teachers is always limited. Oversupply 
can occur only in districts with low standards, Since nonteaching pet- 
sonnel have easily marketable skills, wages in schools tend to adjust 
quickly to prevailing rates. However, if wages are allowed to get out 
of line with educational outlays, the schools cannot perform their 
major functions effectively, 
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The greatest potential wastes in public school spending lie in the 
use made of personnel. Uneconomical work loads, use of highly paid 
personnel to do menial work, idle time, tardiness, absence, and morale 
must be watched. Planning, careful scheduling, in-service prepara- 
tion, development of multiple skills, sufficient supplies and tools, at- 
tention to physical conditions, operational studies, and supervision are 
among the chief means for assuring maximum returns for personnel 
outlays. Work should be appraised by competent persons with due 
attention to individual differences. The incompetent and unfit should 
be eliminated from the service. 

All policies and regulations relative to payment for services should 
be published and each employee should have a copy. Definite sched- 
ules promote morale. Increments in all schedules should be kept at a 
minimum during the trial or probationary period. After that, the goal 
should be to bring all personnel up to a reasonable level in the shortest 
possible time. 
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CHAPTER XIX 


Management of Expenditures 
- for Matériel 


p 


Expenditures for matériel in schools represent a relatively small per- 
cent of total outlays as compared with expenditures for personnel. 
Although the emphasis must be placed upon the payment for and use 
of personnel, the financial aspects of matériel cannot be neglected. Ef- 
fective service presumes a suitable environment and proper tools to 
accomplish the purposes of`schools. Waste in the selection, procure- 
ment, storage, distribution, care, and use of materials often consumes 
resources that might better be spent upon the improvement of services. 
Moreover, public attention is apt to be centered upon the physical 
and tangible. Mismanagement of the material side of schooling may 
involve relatively little waste, but it may weaken public confidence and 
thereby handicap total operations. 


MATERIEL MANAGEMENT 


Like all concrete aspects of administration the management of ma- 
tériel has been elaborated in great detail. The very volume of the lit- 
erature and the many techniques available present a danger. This phase 
of management is likely to command attention beyond its importance 
in the budgetary process and daily operations. It is very easy to COn- 
sume personal services in administering materials that cost much more 
than the savings actually realized. Above all, the routine of financial 
management should not interfere with making careful decisions fe- 
garding expenditures. Wise expenditures are more important than 
elaborate recording and accounting for unwise expenditures. 
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The management of expenditures for materials involves (1) the 
selection, purchase, handling, and use of books, supplies, and equip- 
ment; (2) the planning, construction, operation, protection, main- 
tenance, and utilization of plant; (3) the elimination of risks and 
hazards and protection against losses, or lawsuits, and (4) economy 


in auxiliary undertakings, particularly transportation. 


THE PURCHASE AND USE OF SUPPLIES, BOOKS, AND EQUIPMENT 


Supplies, books, and equipment are grouped together because they 
have relatively short periods of probable usefulness due to immediate 
consumption, obsolescence, or depreciation. Supplies are consumed in 
daily operations. Books that are used daily wear out quickly and most 
books become dated within a relatively short time. Equipment, includ- 
ing furniture, because of its light construction, wears out in a very 
short period. In our economy equipment can become obsolete in a short 
time. 

Financial management is concerned not only with obtaining the 
right quantity and quality of such materials at the best price, but also 
with protecting them from loss, damage, or misuse. The proper storage, 
distribution, and use of materials is often more important than the 


soundness of the purchase program. 


PRINCIPLES 
The management of supplies, books, and equipment has as its main 
purpose the making of the maximum contribution to institutional 


functioning. Materials used in schools ate relatively inexpensive as 


compared with outlays for services. Materials should be managed so as 
to increase the effectiveness of services. On the other hand, outlays for 


materials should be kept at the minimum required to do the work of 
the schools. Specifically, the following basic principles should be ap- 
plied: 

1. Those who use the materials should help select the materials to be 
used. The attitude of the person performing the service generally is more 
ific fact of the relative superiority of a given 


important than the scient 
fic selection has an important place in the 


material. However, scienti 
program. 
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2. The purchase program should be so managed that personnel will 
have materials of the right quality in sufficient quantity at the time that 
they need them. There should be enough flexibility in the program to 
permit the prompt supplying of unanticipated or emergency requirements 
for materials. 

3. Exact data on quantity and quality are essential for economical and 
effective purchasing. Without specifications and tests to determine whether 
specifications are met, price data are almost meaningless. On the other 
hand, the time consumed in quality control must be considered. The ex- 
penditure for personnel must be justified in terms of the economies 
possible in the purchase program. 

4. The quantity of materials to be purchased should be determined by 
inventories, studies of consumption practices, and the trends in prices. 

5. Purchases should be so handled as to secure the lowest possible prices 
through quantity purchasing, simplification, seasonal buying, competitive 
bidding, and discounts. 

6. Materials purchased should be so handled that the school system 
knows what materials it has on hand, that they are protected from loss, and 
that their distribution is subject to accounting and control. 

7. Materials should be kept in repair and constant attention should be 
given to promoting their economical use and proper care. 


SELECTION 


The person performing an Operation is the one to indicate the ma- 
terials required in his work: books, supplies, equipment and furniture. 
He also should be allowed to indicate the minimum specifications for 
the materials required for his work. Management may disagree with 
the choices made in terms of such considerations as multiple use, dura- 
bility, standardization, maintenance costs, safety, depreciation, quality, 
and initial cost. In such cases, the person performing the operations 
must be consulted and given a chance to appraise or use the materials 
preferred by management. If the person who must use the materials is 
not satisfied, management generally should concede. Usually, there is 
more waste in dissatisfied personnel than there is in purchases. Only in 
the case of plant and expensive equipment may the outlays be large 
enough sometimes to outweigh the personal preferences of those cut- 
rently performing operations. Coéperative study and selection often 
will eliminate such conflicts. 
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The superintendent of schools should delegate the actual responsi- 
bility for appraising quality, utility, service, and cost to the person 
possessing the best scientific knowledge for the responsibility." The 
purchasing agent should keep an up-to-date listing of the materials re- 
quested by teachers and others with data on why each is needed and its 
contemplated use. The person in charge of purchasing, in coöperation 
with the teaching staff, should carry on continuous studies of new 
products and their effectiveness in school operations. Materials actually 
used in school operations also should be studied coöperatively to de- 
termine if they are better than alternative materials. Materials should 
not be of a better quality than the purpose for which they are used 
demands; but the purchasing agent should not select different materials 
without consulting the persons who must use them. 

Coöperation between instructional staff and the purchasing office 
often can be secured through joint selection of materials: (1) Where 
educational values must be weighed against the values of economy in 
original purchase, durability and low maintenance costs, low operat- 
ing costs, effects upon other costs, problems of replacements and serv- 
ice, reputation of vender, safety, and obsolescence, joint selection is es- 
sential. (2) Where different individuals or departments request ma- 
terials that are very similar in nature it is oftentimes possible through 
joint action to find materials that lend themselves to multiple uses.” 

It is particularly essential that teachers have a strong voice in the se- 
lection of textbooks and other instructional aids. The value of these 
to the teacher depends upon point of view, content, vocabulary, style, 
emphasis, accuracy, aids to learning, and adaptations to local needs.’ 
Judgment of the value of books depends to a large extent upon ac- 
tual classroom experimentation. It is regrettable that in many states 
this procedure is impossible due to requirements for uniform textbooks 
by constitution or statute. In only about a third of the states is the se- 
lection of textbooks a purely local responsibility.* State adoption of 


1 Selection, Purchase, Storage and. Distribution of Supplies (Bulletin No. 1, Na- 
tional Association of Public School Business Officials, 1932), p. 12. 

2H. H. Linn, Practical School Economies (1934), pp- 66 ff. 

3 J. A. Clement, Manual for Analyzing and Selecting Textbooks (1942); Amer- 
ican Textbook Publishers Institute, Textbooks in Education (1949). 7 

4 National Society for the Study of Education, The Textbook in American Edu- 


cation (30th Yearbook, Part II, 1931), p- 250. 
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textbooks should be abandoned. It handicaps instruction and opens up 
textbook selection to strong political and group pressures. Choice of 
books is made dependent upon state action and not upon the group to 
be instructed or the program of the school. The policy is unwise edu- 
cationally, and it is contrary to the avowed doctrine of local initiative. 


AVAILABILITY 


The main economy in the purchase program comes from having ma- 
terials in the hands of personnel when they are needed. Otherwise, the 
waste in service will outweigh the saving in materials. The implica- 
tions of this principle are many: (1) It means that personnel can se- 
cure the right quantity and quality of materials for the job to be done. 
This will take away the incentive to hoard. Procedures should be set 
up to assure the prompt return to the stock room of all excess ma- 
terials so that others may have them. (2) It means that the materials 
will be available when schools open in the fall. Operational pro- 
cedures should be efficient enough at all times to have materials in 
buildings and rooms before they are required. (3) It means that teach- 
ets can ask for new or additional materials not anticipated in advance. 
Such emergency orders should be filled promptly. Where it is phys- 
ically impossible to provide the materials, the teacher should be noti- 
fied immediately. (4) It means that the budget should provide allow- 
ances for additional items that cannot possibly be anticipated in ad- 
vance, 

This principle cannot be carried into effect unless textbooks, teach- 
ing aids, and basic supplies are provided at public expense. Where par- 
ents must provide these, the family budget may not permit purchase at 
the time they are needed. Furthermore, where parents must buy in- 
structional materials, it is very difficult to control quality or to make 
changes. What the schools can do is determined by the burden placed 
upon the largest and poorest families and not by the educational pro- 
gtam. Over half the states require free textbooks at least at some 
school level, but in not less than a third of the states it is optional.’ 
Over half the city school systems provide all textbooks and supplies, 

8 A. B. Moehlman, School Administration (1940), p. 439. 
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particularly in the elementary schools, On the other hand, there are 
school systems that provide no supplies and/or textbooks. The rental 
system used in Indiana, North Carolina, and South Carolina is pref- 
erable to leaving the matter to parents. 


SPECIFICATIONS 


A description of an article to be purchased is a specification. De- 
scription must include exact quantitative data such as size, weight, or 
volume and clearly stated qualitative data such as commercial grade, 
texture, finish, strength, chemical analysis, or composition. Without 
such description it is impossible to judge prices or to secure materials 
suited for the purpose intended." 

The number of different articles purchased by school systems runs 
into thousands. Some are bought every year, others infrequently. Some 
are bought in large quantities, others in small amounts. It is both im- 
practical and physically impossible to establish detailed specifications 
for all purchases. The time required to prepare specifications for most 
purchases in some systems would not be justified by the volume of the 
purchases. Moreover, the preparation of specifications for many items 
is a job for specialists; and specifications mean little unless there are 
facilities for testing materials. Where conformance to specifications is 
essential for the purpose to be attained or where the quantity purchased 
justifies the time, specifications and tests for quality are desirable. 

The best way for schools to attain scientific purchasing is to use the 
purchasing agency of the state or a large city or county. The guiding 
principle in such arrangements is that the schools should be free to 
determine the minimum specifications for the commodities required. 
many states and most cities or counties still do not have 
specialized purchasing departments; but the number is increasing.* In 


some cases schools can use specifications ptepared by such agencies as 
Educational Research Service Circular (No. 5, 


Unfortunately, 


6 National Education Association, 


1944), p. 3. 
TN. L. Engelhardt and Fred Engelhardt, f j 
(1927), ch. XVII; The Use of Specifications in Purchasing School Supplies and 


Equipment (Bulletin No. 6, National Association of Public School Business Officials, 
1938); T. C. Little, Administration of School Supply Purchase in Kentucky (1949). 
8 Public Administration Clearing House, Release No. 3, Dec. 10, 1947. 


Public School Business Administration 
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the National Bureau of Standards. A catalog of specifications (National 
Directory of Commodity Specifications) and copies of specifications 
prepared by this agency may be purchased from the Superintendent of 
Documents, Washington, D. C. Where the quantity and outlay war- 
rants it, schools can employ the services of a private testing laboratory, 
such as the American Society for Testing Materials in Philadelphia, to 
prepare specifications or make tests for quality. The National Bureau 
of Standards publishes a directory of such laboratories. The National 
Association of Public School Business Officials has published tests for 
certain articles.” In the absence of specifications purchases can be 
made by samples or brand names requiring guarantees that the ma- 
terials conform to the samples. In some cases certificates as to specifica- 
tions can be obtained from the venders. The quality labels promoted 
by the National Supply Association provide such certification. 

The time consumed in purchasing and handling materials can be 
decreased by the use of standard, classified lists of materials. Such lists 
reduce to a minimum the number of brands, sizes, weights, types, 
shapes, colors, and qualities. They reduce the work involved in pur- 
chasing by providing a minimum list to be purchased annually. By re- 
ducing the number of types, larger quantities can be purchased. Distri- 
bution is simplified.” 


QUANTITY DETERMINATION 


No large purchase of any material should be contemplated without 
knowledge of the supply on hand in the storeroom and in various op- 
erating units. If there is no perpetual inventory, then an inventory 
should be taken before placing the order. The accumulation of large 
inventories ordinarily should be limited to periods of inflation. Even in 
such periods, it should be recognized that any mass buying in advance 
of consumption itself promotes price increases. Existing stocks of ma- 
terials should be used up before they are replaced with a new or dif- 
ferent item. The only exception would be where the existing article is 
outmoded. In such case, provision should be made for finding a new 


s Tests of Quality for School Equipment and Supplies (Bulletin No. 5, National 
Association of Public School Business Officials, 1934) , pees 
10 Engelhardt and Engelhardt, op. cit., ch. XVII. 
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use for the article, reconditioning it, salvaging it, or disposing of it 
at the best possible price. 

Some school systems arbitrarily assign fixed quantities of supplies to 
operating units for a given period.” Such a practice may be necessary 
to assure an equitable distribution of a limited budget. However, it is 
not always economical or wise. Operating units should have the sup- 
plies necessary to perform their functions. Quantity standards based 
upon past experience may provide a practical basis for estimating 
needs, but they should not be used to allocate supplies. On the other 
hand, the consumption of materials by different units and employees 
should be studied to discover wasteful practices which can be elim- 
inated. Otherwise, quantity should be determined by requisition allow- 
ing for differences in emphasis and practice on the part of various staff 
members. 

Every effort should be made to anticipate the quantity of each ma- 
terial required during the entire fiscal period. The better the estimates 
the more able management is to obtain the savings possible in quan- 
tity purchasing. 


PURCHASING 


The major economy in purchasing results from quantity buying 
without the high distribution costs associated with retailing. Quantity 
purchasing ordinarily means centralized purchasing, but it can be 
achieved to some extent through codperative buying and annual buy- 
ing. Some economies,are possible through competitive bids, seasonal 
purchases, and cash discounts. 

The attainment of maximum economy in public school purchasing 
necessitates centralized purchasing by a state or by a large local unit 
of government. Although school districts in New York State and a few 
other states can make certain purchases through a state purchasing 
department, the full possibilities of this arrangement never have been 
realized. By pooling the needs of a large number of operating units, a 
state purchasing department can buy direct from the manufacturer or 
producer, eliminating much of the wholesale and retail costs. The ex- 


1C. J. Anderson and J. G. Fowlkes, Study of Budgeting and Allotment of 
School Supplies (1928). 
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tent of the saving depends upon the nature of the commodities. Where 
a unit can accept carload shipments direct from the producer, the 
economy is great. Where large shipments have to be made to a regional 
center serving several units, the cost of distribution is increased, but 
there may still be a large saving.” 

Even in small governmental units a degree of centralization can be 
attained through consolidating all purchasing agencies into one office. 
School district, town, village, and city purchasing units can be com- 
bined into strong county purchasing departments as has been done in 
some states. As it is, the purchasing even in school districts frequently 
is not centralized in one office. Various departments may. be purchas- 
ing identical goods in varying quantities at varying prices. Such de- 
centralization means buying at practically retail prices and the time 
consumed may equal or exceed purchases in cost. Accounting control 
over property and financial operations is almost impossible without 
centralization. 

The first step in improving a purchase program is to delegate re- 
sponsibility for it to the person best fitted to perform the buying func- 
tion. He should have a staff relationship to the executive. Purchasing 
by school board members or individual employees should be prohib- 
ited except upon proper authorization. This step will enable a school 
district to pool its purchasing requirements, to place large annual 
orders, and to secure better prices. The next step, where centralization 
among units is not possible immediately, is to promote coöperative put- 
chasing among school systems. This has been tried successfully in states 
like California, Minnesota, New Hampshire, New York and Ohio. It is 
especially advantageous for very small school districts where even the 
annual requirements do not amount to much. 

In a buyer’s market substantial savings can be realized from com- 
petitive bidding. In a seller’s market no savings may result, but the re- 
questing of bids protects management from adverse criticism. Some- 
times bids are required by law and it is standard practice in most large 

ae See Russel Forbes, Government Purchasing (1929); and T. Covert, Centralized 
Purchasing and Distribution of Supplies (Circular No. 112, U. S. Office of Educa- 
tion, 1933). T. C. Little, op. cit, and Council of State Governments, The Forty- 


Eight State School Systems (1949), pp. 88-110. 
18 H. H. Linn, op. cit, pp. 61-62, 63-64. 
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school systems. Yet bids by themselves do not assure economy. This de- 
pends upon the standards and specifications rather than price alone. 
Unless requests for bids are sent to all reliable venders, local, state, and 
national, the advantages of bids do not materialize. Nor can service and 
coöperation be ignored in bidding. 

There are abuses to be avoided in purchasing by bids, such as re- 
quiring a large number of venders to supply certified checks which are 
kept for long periods, using the time of a large number of salesmen in 
making demonstrations, and long delays in opening bids and awarding 
contracts. Such practices really increase the cost of goods purchased by 
schools.* 

Requirements for bidding, notice, form, opening, and award often 
are established by law. Nevertheless, a school system should have a bid 
form listing the quantity, description, specifications, and standards of 
goods to be purchased. This form should state all the conditions to be 
met telative to submission of bids, substitutions, splitting, opening of 
bids, awarding of contracts, time and place of delivery, and manner of 
payment. Where the bid may be split on individual items or groups 
of items, bidders should be required to supply small purchases. 
Otherwise, bidders will not quote their best prices on small items. On 
the other hand, lump-sum bids do not always result in an economy.” 

Generally purchases should be made in the spring to insure de- 
livery during the summer months, but attention should be given to 
seasonal price advantages. Taking school supplies as a group, the best 
prices can be obtained in April and May.” The same is true of fuel. 
Garden tools generally can be purchased most cheaply in the fall; snow 
removal tools in the spring. 

Other potential economies include taking advantage of discounts 
for cash or payment by a certain date, sales, and buying in standard 
quantities. For example, with certain products buying by carload, bar- 
rel, five-gallon, or gallon lots is most economical. Small containers 
generally increase the price, but the container should be economical for 
the user. An article that deteriorates from exposure and is used in small 
quantities can hardly be bought in large containers. 

14 See Linn, op. cit, pp- 79-80. 


18 Thid., pp. 80-81. 
1€ Ibid, p. 81. 
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Emergency orders should be approved by the person in charge of 
purchasing, except where the emergency purchase is covered by a 
general policy. In the latter case he should be notified immediately. 
Purchasing, like all expenditures, must be subject to budgetary control. 


ACCOUNTING, STORAGE, AND DISTRIBUTION 


An inventory is essential in the purchase program, and it prevents 
losses through theft, neglect, misplacement, hoarding, or waste. By in- 
dicating what is owned by the system, where it is located, and what 
condition it is in, the inventory shows whether or not replacements are 
necessary. Oftentimes, repair or reconditioning is all that is necessary. 
The inventory shows what materials are obsolete or “slow moving.” It 
also is an essential record for insurance adjustments. 

Inventories should be taken at least once a year, but preferably they 
should come at the beginning and the close of the year. All depart- 
ments, buildings, and rooms should be subject to inventory control. 
Losses discovered should be explained. Transfers should be noted. Ma- 
terials loaned to others should be returned. Surplus materials should 
be returned to stores. Articles damaged or in need of repairs should be 
reported. Copies should be kept for insurance purposes.” 

The perpetual inventory used in some school systems provides an 
up-to-date record of what is owned. By posting all additions and with- 
drawals when they are made, it shows for each item the amount ac- 
quired, its cost, its condition, and its location in the system. Under the 
plan used in Baltimore, a card is kept for each kind of movable prop- 
erty. By the use of receiving notices and withdrawal notices the card is 
kept up to date. Acquisitions from venders, from schools, and repair 
shops are filed as are removals to schools, operating units, or for ob- 
solescence, breakage, or other reasons. Weekly spot checks and occa- 
sional physical inventories are used to check the accuracy of the rec- 
ords. Individual schools maintain a continuous inventory of all easily 
removable property.’® 

The administration of a continuous inventory involves a great deal 


of clerical work. The labor cost must be weighed against the potential 
™ Engelhardt and Engelhardt, op. cit, pp. 374 ff. 


18 George F. Smith, “Continuous Inventory of Suppli i t,” Amer 
ican School and University (1945), pp. 386-393. an oie 
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savings in materials. Under the Baltimore plan withdrawals are kept at 
a minimum and machine methods are used. 

Regardless of where supplies are stored, the central office must as- 
sume responsibility for checking their receipt, condition, and con- 
formity to specifications and contracts before making payment. Pro- 
visions for storage and distribution depend upon the size of the school 
system. Unless it results in economies, central storage and distribution 
has no place in a school system. In small school systems the most eco- 
nomical practice will be to store the estimated needs in the various 
buildings or operational units, Excesses in one can be transferred 
to others when shortages or occasion arises. In large systems, it 
may be more economical to maintain central warehouses or storage 
centers. 

Certain principles apply to either plan of storage. (1) Although ma- 
terials may be ordered in large quantities, deliveries can be made pe- 
riodically. This reduces storage space. (2) All storage space should 
protect goods from damage, destruction, or loss. (3) The stores should 
be easily accessible and persons should be able to locate items without 
loss of time. (4) Older stock should be placed in front of or above 
new stock so that it is used up first. (5) One person should be re- 
sponsible for receiving and releasing stock from stores. (6) Stock 
should be handled with the minimum outlay of time for unpacking, 
arranging, and distributing. (7) Stocks should be released only on 
written requisition from staff members. (8) Records should be kept of 
all goods received and disbursed. (9) Unused or surplus materials 
should be returned to stores without delay. (10) The number of dis- 
tributions from the storeroom should be kept down to a minimum to 
save time. Teachers should draw their yearly estimated needs where 
they can properly store them in classrooms. Otherwise, monthly or 
quarterly distributions can be made. (11) Individual staff members 
should be held responsible for items withdrawn. 


USE AND CARE 

All personnel should be given periodic training in the use and care 
of materials. The training must carry ovet into the daily activities of 
teachers and pupils. This is the positive approach toward eliminating 
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wasteful practices. It should be supplemented by studies of operational 
use of materials, by inspection, and by inventory. 

The economical use of equipment requires certain precautions. 
Simple directions should be issued regarding the use and care of simple 
and inexpensive equipment. Employees should be taught to report 
damage to or needed repairs for equipment. Such articles should be re- 
moved to storage until the repairs can be made. Employees should not 
be allowed to operate expensive and complex equipment before they 
have had sufficient instruction and practice, Such equipment should be 
periodically serviced by a skilled mechanic. Equipment should be kept 
in repair at all times (minor troubles often lead to major repair bills). 
Equipment of this kind, when not in use, should be stored where it 
cannot be tampered with or accidentally damaged.” 


PLANT EXPENDITURES AND UTILIZATION 


Existing plant often makes it impossible to attain the maximum 
economy in personnel and supplies. When new plants are being 
planned, some of the inflexible and. uneconomical features of existing 
facilities can be removed; but many existing buildings will not be re- 
placed for decades. In the meantime, every effort must be made to in- 
crease utilization and through alterations or remodeling bring about 
every possible economy in operation and maintenance. The value of 
plant should be maintained as far as obsolescence will allow. 


PLANNING BUILDINGS 


The purchase of land and the making of capital improvements occut 
infrequently, but because of the large expenditures usually involved, ex- 
treme caution must be exercised. Land for school sites should be put- 
chased years in advance, before subdivision and building have created 
high land values. Frequently land can be acquired through delinquent- 
tax proceedings. Capital expansion or improvements should be post- 
poned if possible during war booms or during the upward swing of an 

1° For further details see W. G. Reeder, The Business Administration of a School 
System (1929), ch. XVI; H. P. Smith, Business Administration of Public Schools 
(1929), pp. 267; G. Womrath, Efficient Business Administration of Public 


Schools (1932), ch. XV; R. B. Taylor, Principles of School Supply Management 
(1929); and The American School and University (annual). 
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inflationary movement. They should be undertaken during depressions 
and when prices are falling. Painstaking research, surveys, and plan- 
ning should precede capital undertakings. The erection of a new plant 
should be avoided if possible through changes in attendance areas, or- 
ganization, or scheduling. The cost of remodeling old buildings should 
be weighed against the cost of new structures. Competent architects, 
consultants, and inspectors should be employed. Pride, real estate pro- 
motion, and local pressures should be resisted.” School buildings are 
not enduring monuments. Structutes must be flexible and easy to 
remodel. Expensive stone, metal, wood, or ornamental materials 
should be minimized in school building construction. Utility, hygiene, 
safety, simplicity, and beauty are primary considerations, but they can 
be achieved with due attention to the equally important elements of 
probable usefulness and flexibility. Rigid structures can mandate waste- 
ful use of personnel and materials for decades. In planning capital out- 
lays, careful estimates should be made of the effects of such under- 


takings upon current operating expenses. 


UTILIZATION 


The place to start in improving the use of existing plant is to study 
the degree of utilization in terms of pupil stations and rooms. Al- 
though 100-percent utilization of an entire school plant is an unattain- 
able ideal where there are auditoriums, cafeterias, and other special 
rooms, it is possible to have utilization of from 60 to 80 percent.” 
Where utilization is found to be below 60 percent in space and pupil 
stations, careful studies should be made to determine the causes. 


During the past twenty years techniques have been developed for 


20 See Linn, op. cit, ch. XIU; N. L. Engelhardt and Fred Engelhardt, Planning 


School Building Programs (1930); American School and University; Proceedings 


of the National Council on Schoolhouse Cons 
Building Costs (1939); A. B. MoehIman, Public School Plant Program (1929); 
National Society for the Study of Education, The Planning and Construction of 
School Buildings (1934 Yearbook, Patt 1); American Association of School Ad- 
ministrators, American School Buildings (1949); C. W. Bursch and J. L. Reid, 
You Want to Build a School? (1947); N. L. Engelhardt and Others, Planning 


Secondary School Buildings (1949); National Council on Schoolhouse Construc- 
tion, Guide for Planning School Plants (1949); L. D. Perkins and W. D. Cocking, 
Schools (1949); M. A. Stoneman and Others, Planning and Modernizing the School 


Plant (1949). fix 
21 Engelhardt and Engelhardt, Planning School Building Programs, p. 263. 


truction; N. L. Engelhardt, Jr., School 
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measuring building utilization. The pupil-station has come to be an 
accepted unit for measurement. It is defined as space for a pupil in a 
room (space for a seat, a machine, laboratory work, physical activity, 
or other school activity). It refers to the maximum number of pupils 
who can be accommodated in a given room for various activities.” A 
building which may appear to be crowded in terms of room utilization 
can have a relatively low utilization when the pupil-station is used as 
a unit of measurement. 

The causes of inefficient utilization are many: (1) lack of correla- 
tion between the size of rooms and present practices regarding class 
size; (2) furniture and equipment built in; (3) lack of soundproofing 
ot other factors like poor light that make certain rooms undesirable; 
(4) poor schedule planning, not making optimum room assignments; 
(5) restricting certain rooms to limited uses; (6) lack of storage 
space for protecting valuable equipment or instruments in special 
rooms; and (7) large study halls or libraries. The maximum utiliza- 
tion of buildings requires flexibility in plant and equipment. Special 
rooms should be equipped for multiple use. Cafeterias and libraries 
should be planned to provide for study in order to eliminate study 
halls. Soundproofing and isolation should be used to increase the 
utilization of rooms close to auditoriums, gymnasiums, shops, and 
music rooms. Basement rooms should be eliminated. 

The handicaps of existing space frequently can be overcome by addi- 
tions or alterations. Large rooms can be divided to take care of more 
small groups and partitions can be removed from small rooms to ac- 
commodate larger groups. Study halls and libraries can be combined. 
Small furniture can be substituted for unnecessarily large furniture. 
Protection can be provided for typewriters to increase utilization of 
typing rooms. Shops and home-economics units can be moved to in- 
expensive frame buildings close to the main plant. Soundproofing can 
be installed. Modern artificial lighting can be installed to increase the 
utilization of dark rooms. Movable furniture can be substituted for 
fixed furniture. Cafeterias can be remodeled to provide for extra- 
curricular activities, dramatics, music, or study space. 


k 22 E, L. Morphet, The Measurement and Interpretation of School Building Utiliza- 
tion (1927). 
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Auditoriums, gymnasiums, libraries, and recreational facilities pre- 
sent special problems of utilization. To get the maximum return out of 
such facilities requires community coöperation. These facilities should 
be so constructed that they are an integral but separate part of the 
plant. They should be designed for community use both during and 
after school hours. Indeed, the cost of such facilities should be shared 
by school districts and other units of government in proportion to the 
use made of the facilities?” Existing facilities suitable for community 
use, but not so designed, can be modified to provide for wider utiliza- 
tion. All that generally is required is provision for shutting off sections 
of the building not required for such use. 

The controlling consideration in making outlays for increasing 
building utilization is economy. Is the cost more than offset by the po- 
tential savings in personnel and for materials? Will the increased 
service provided justify the outlay? 


OPERATION 


Aside from savings in manpowet and purchasing already mentioned 
there are many other economies possible in plant operation. These in- 
clude structural changes which will reduce the costs of heating, clean- 
ing, and use of materials. 

Among the structural features which can result in heating waste are 
lack of insulation, leaks around windows and doors, lack of humidity 
control, poor location of thermostats, excessive ventilation, and heat- 
ing vacant rooms. Although the elimination of such waste may 1n- 
volve a high initial outlay, the annual savings often will justify the 
expense. For certain kinds of structures attic insulation can be installed 
with relatively little expense. Weather stripping, caulking, and double 
doors are possible in most structures and can do much to reduce heat 
loss. In cold, windy weather there can be a large heat loss from very 
small cracks; even locking windows under such conditions will reduce 
the loss substantially. Where windows are very exposed and not 


opened during bad weather, storm sash may be installed. Lack of hu- 


midity control can make a room seem uncomfortable even at normal 


23 W, F. Clapp and L. B. Perkins, “Designing the School Plant for Multiple Use,” 
American School and University (1946), pp. 69-74. 
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temperatures. With the relative humidity held at 50 percent, a room 
heated at 68° F. will be comfortable. Each degree of heat maintained 
above that means waste. Automatic temperature control is a potential 
saving providing thermostats are properly located and maintained. 
Excessive window ventilation and obsolete mechanical ventilating 
equipment add greatly to heating costs. Rooms not in use need not be 
heated any more than is necessary to protect plant from damage. Heat- 
ing should be so regulated as to have the building at the desired tem- 
perature just before occupancy in the morning, with reduced tempera- 
tures after schools have closed.” 

Heating costs also are affected by the type of heating equipment ina 
building. Low-pressure equipment may be more economical than high- 
pressure through savings in original cost, depreciation, space, man- 
power, maintenance, and insurance.”” Where buildings are close to- 
gether, a central heating plant is most economical. Insulating pipes and 
heating plant will reduce heat loss. Painting radiators properly will 
increase radiation. The use of automatic stokers sometimes will reduce 
fuel and labor costs. In some regions oil or gas heating equipment may 
be more economical. No matter what heating equipment is used, boil- 
ers and flues must be kept clean to get maximum efficiency. Equipment 
also must be kept at peak operating efficiency through inspections, 
servicing, care, and efficient operation. 

Reduction in the costs of cleaning a plant requires removal of 
causes. Smoke stacks improperly placed or not of sufficient height make 
dirt. Lack of hard-surfaced entrances with adequate drainage means 
dirt tracked into the school. Grounds not surfaced or planted in grass 
mean dust. No provision for vacuum cleaning, especially for chalk 
trays and erasers, means dust. Properly sealed and treated floors mean 
reduced time in sweeping. Large containers in sufficient number mean 
less waste material on floors. Large mats and the cleaning of entrances 
and halls immediately after opening hours mean less dirt in classrooms. 

Operating expenses for materials are closely related to plant and its 
maintenance. Leaky faucets mean more water consumption. Undis- 


covered leaks which can be detected only by examining the water 


24 H, H. Linn, “Economies in Plant Operation.” American School and University 
(1945), pp. 281-289; and Practical School Economies, pp. 258 fi. 
25 Womrath, op. cit, pp. 164-171. 
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meters when the building is not in use can mean large losses. The 
flow of water faucets and drinking fountains should be regulated. Con- 
tinuously flowing fixtures should be replaced. Automatic shut-off fix- 
tures should be installed. Lighting bills can be reduced through taking 
full advantage of natural light (clean windows; translucent, double 
shades in working order; and removal of outside barriers to light, such 
as overgrown shrubs), using efficient lighting fixtures and bulbs, ad- 
justing the size of bulbs to the need for light, having multiple switches 
and right-sized wiring, checking connections, fuses, and insulation, 
and using suitable color schemes in rooms.” 


MAINTENANCE 


The objectives of maintenance are to preserve the values of plant, 
to avoid more costly repairs, to make the plant serve its functions at all 
times, and to remove hazards. Every effort must be made to keep 
schools open at all times.” 

Among the critical repairs in buildings are those relating to roofs, 
flashings, windows, gutters, water pipes, electrical wiring, and heating 
systems. These can easily result in greater repair bills if they are neg- 
lected. Another group of critical items includes loose bricks, loose 
boards, slippery steps and floors, exposed wires, and similar hazards to 
occupants. 

Maintenance implies first discovering the need for repairs and sec- 
ond, having a clearing center for determining urgency. Those responsi- 
ble for individual buildings should be responsible for daily inspection 
with supplementaty inspections at least annually of built-in equipment 
by experts and of the entire plant by someone familiar with building 
maintenance. Needed repairs should be reported immediately to a cen- 


tral office to evaluate their urgency. Items requiring immediate atten- 


tion should be given priority. Others should be taken care of as quickly 
as their nature warrants. These two steps make possible the intelligent 
planning of maintenance. Proper attention can be given to the re- 
quirements of various buildings. The next step is to consult the plans 
26 Linn, op. cit, pp. 268 ff. ides 
27 See Linn, op. Cit, ch. X; and American School and University (1949), pp. 
302-314. 
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and specifications for the plant where this is necessary. This will save 
time later on. 

The timely execution of the maintenance program in large school 
systems requires a repair shop and mobile equipment, supplemented 
by private contracts where necessary." With mobile equipment it is 
possible to make plumbing, electrical, and similar repairs with despatch 
because needed tools and materials are available on the truck. The 
central shop staff when not engaged in critical repairs can repair and 
refinish furniture, tools, and equipment, make parts for replacement, 
salvage materials, and maintain stocks of items needed in main- 
tenance. They can carry on the long-term maintenance program of 
painting, replacements, and repairs. 

Insofar as possible equipment and materials used in the entire 
school plant should be standardized—e.g., glass, paint, plumbing, 
heating, lighting equipment, hardware, and shades. This makes it easier 
to maintain stock and avoids the delay inherent in obtaining unusual 
items. 

The attainment of an economical maintenance program in most 
school systems requires a large unit of administration. The volume of 
work in small districts does not justify full-time maintenance crews. 
The infrequency and small scale of the undertakings usually means 
high costs even where labor costs are relatively lower. Until district 
reorganization is brought about, school systems can coöperate in a 
county-wide or regional maintenance program with many of the ad- 
vantages of large city school systems. The chief drawback is trans- 
portation. Unless the work of mobile crews is well planned, time lost 
in transportation may eliminate a great deal of the potential econo- 
mies. Yet, even the maintenance of a central repair shop would make 
large savings possible through the repairing, reconditioning, and re- 
finishing of existing equipment and furniture. 


USE 


The costs of operating and maintaining plant depend to a consid- 
erable extent on how buildings and grounds are used. Regulations 
should be established to protect plant from unnecessary damage and 


28 See American School and University (1946), pp. 235-242. 
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wear. The importance of protecting plant values should be a matter 
of continuous education with staff and pupils. Every means should be 
employed to develop civic pride, which can best be developed where 
the plant is well kept. All use of the school plant should be supervised 
by a responsible person. Parts of the building not being used should be 
shut off by gates or doors. Outside agencies using buildings should be 
required to reimburse the district for damage. 


INSURANCE 


The largest savings on insurance costs result from eliminating risks 
and hazards, self insurance in a large unit or state, and securing a rate 
structure in harmony with the losses incurred. These generalizations 
apply to all types of insurance for property loss or liability. 


ELIMINATING RISKS 


Many property losses are avoidable, spontaneous combustion and 
heating plants being among frequent causes of fire losses. The handling 
of combustible materials should be regulated and the regulations en- 
forced. Metal containers should be provided for such materials; they 
should be stored away from materials that can be ignited. Heating 
plants should be equipped with automatic safety devices, located in fire- 
proof space, and properly operated and inspected. Fire-fighting ap- 
paratus should be installed and kept ready for use. New construction 
should be fireproof and located where there is fire protection. Under- 
writers’ inspections should be made periodically to discover hazards 
that can be removed. By removing penalties, lower fire insurance rates 
can be obtained. The fewer fires that occur the lower the rates that 
should prevail. Copies of rating sheets should be obtained from the 
underwriters. Water-damage insurance is expensive and the way to 
avoid the losses is through good plumbing and adequate maintenance 


of plant. Comprehensive coverage for wind, tornado, explosion, air- 
uses of loss is not expensive. Public liabil- 


craft, and other infrequent ca 
more difficult to remove or control the 


ity is expensive because it is 
hazards. The greater frequency of lawsuits and the larger awards for 


damages in recent years have pushed rates up.” 
29 Engelhardt and Engelhardt, Public School Business Administration, pp. 386 ff. 
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SELF INSURANCE 


Insurance is nothing more than a codperative way of pooling risks. 
Those who have no losses pay a share of others’ losses. Thus in a large 
school system with many scattered buildings the economical policy 
may be to assume the risk of fire and property losses. Large units also 
have the resources to assume the risk for liability. Over a period of 
years the cost of underwriting the risk will be found to be much less 
than insuring at current rates.” It may be necessary to spread the risk 
when the district is not able to finance the reconstruction of its largest, 
most expensive building. Some school systems operating under self in- 
surance create insurance funds, but these are not always most econom- 
ical, as shown in Chapter XVII. Except where they can be well man- 
aged and earn more than taxpayers can earn on the same money, the 
most economical procedure is to pay losses out of current taxes. Where 
borrowing would have to be resorted to, the interest earned on reserves 
must be weighed against the interest paid on borrowed money. At the 
present time (1949) the advantage is in favor of borrowing. 

Among the large cities that have self-insured their school proper- 
ties are Albany, Baltimore, Boston, Cambridge, Chicago, Cincinnati, 
Cleveland, Columbus, Milwaukee, New York, Philadelphia, Provi- 
dence, Rochester, San Antonio, Seattle, and St. Louis. 

Under a state-operated school system the state could assume all in- 
surance risks. With the increase of state financial support, especially 
for plant and transportation, the states should move in the direction of 
assuming the risks of school districts. This would be a type of state 
support that would result in economy for both the state and the local 
operating units. Florida, Michigan, North Dakota, South Carolina, and 
Wisconsin have self-insured state-owned property. The last three and 
Tennessee have included schools in the coverage. Alabama and North 
Carolina have state insurance funds for schools.** 

The main objections to self insurance are (1) the problem of very 
large losses and (2) the inability to spread risks over a large territory 
through reinsurance. These are valid objections, but the important issue 


30 Linn, op. cit, pp. 315-316. 
31 O, P. Gruelle, State Insurance of Public School Property in Kentucky (Bulletin 
Vol. 11, No. 3, University of Kentucky, Bureau of School Service, 1939)- 
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is the cost of private insurance as compared with the losses incurred 
and adjustments actually made. The problem of rates is discussed 


below. 


INSURANCE RATES 


Numerous studies have shown that there is a wide margin between 
the insurance premiums paid by school systems over a period of yeats 
and the amounts received in insurance adjustments.” In the case of 
fire insurance, schools receive back in adjustments only about one 
dollar for every four paid in premiums. In Ohio the percentage was 
20.3 in counties; 24.0 in villages; and 26.9 in cities for the years 
1930-1946." During the period 1921 to 1930 a study of 380 cities 
in thirty-two states showed a percentage of 28.7; another study cover- 
ing 257 cities in forty-two states revealed a percentage of 26.9 for the 
period 1931-1937.** In the case of fire-resistive buildings, the ratio is 
much worse—3.61 percent in the national study (1931-1937) and 
8.38 percent in Ohio.” 

With such large operating costs to provide such a small amount of 
protection, it is difficult to recommend existing private insurance where 
self insurance is at all possible. In pure insurance the total premiums 
(less a reasonable administrative cost) paid by a group should nearly 
equal the insurance adjustments received by the groups over a period 


of time. Schools should codperate to obtain fire-insurance rates that are 


more teasonable in terms of the losses incurred. If rates cannot be ad- 
roperty losses and liability 


justed to the experience of schools with p 
claims, then it may be necessary for schools to obtain a state-wide plan 
of self insurance ot to form a coéperative for pooling risks, operated 
at cost. 


The experience of schools with othe 


SATI AG i in Public School Fire Insurance (1930); Insurance 
A. Sin P etin No. 2, National Associa- 


Practices and Experience of City School Districts (Bulletin No. 
tion of Public School Business Officials, 1932); An Investigation of Insurance Prac- 
tices (Bulletin No. 9, National ‘Association of Public School Business Officials, 
1941); and American School and University (1944), PP. 406-409. : 

33 Data from the Annual Reports of the State Superintendent of Public Instruc- 


r types of insurance is no better. 


tion. i y 
34 Bulletin No. 9, National Association of Public School Business Officials, op. Ctt., 
p5: 


35 Same sources as Notes 33 and 34. 
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For every eight dollars paid out on liability insurance for transporta- 
tion, one dollar is paid out in claims by the companies.” In other forms 
of liability insurance the losses amount to about 7.9 percent of pre- 
miums paid.” On fidelity bonds the losses amounted to 2.98 percent 
of premiums paid.” 


OTHER ECONOMIES 


Individual schools can secure better protection and lower insurance 
costs by the following means. Remove hazards or risks. Have property 
appraised periodically, allowing for depreciation. Adjust all coverage 
to the risk; complete coverage of fire-resistive buildings is waste. Keep 
up-to-date inventories. Insure with strong mutual companies where this 
is legal or coöperate to legalize this type of coverage. Avoid penalties 
and hazards in planning new construction. Take full advantage of co- 
insurance. Adjust the percent of coinsurance carried to the risks in- 
volved. Have policies written for five-year terms where this is possible. 
Include installed fixtures as part of buildings to obtain lowest rate. Ob- 
tain reduced rates when boilers or other hazardous pieces of equipment 
are not in use. Use competitive bidding where this is possible. Employ 
an insurance adviser paid according to economies effected. Purchase 
blanket policies where possible.” 


TRANSPORTATION OUTLAYS 


Transportation service must be provided as economically as possible. 
It makes hardly any direct contributions to education, its function be- 
ing limited to getting children to educational opportunities. Any 
money spent on transportation in excess of what is required by reason- 
able safety, comfort, and convenience is waste, and often means curtail- 
ment in essential educational services. Although transportation expense 
still represents a relatively small part of total expenditures, it is grow- 
ing in importance and offers more opportunities for waste than most 


services provided. Where regular public transportation facilities can 


36 An Investigation of Insurance Practices, op. cit. 

37 Ibid, p. 273. es ae 

88 Ibid., p. 275. 

* Linn, op. cit, pp. 330 fi; N. E. Viles, Improving the Insurance Programs in 
eee Districts (1934); W. T. Melchior, Insuring Public School Property 
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be used, often it will be found most economical to use these, partic- 
ularly city streetcars and bus lines. The general experience has been 
that district-owned and -operated transportation is more economical 
than private contract, but not always. Where districts can save by con- 
tracting for safe and comfortable transportation they should do so.” 
This may mean part public and part contract transportation in many 
districts. 


STANDARDS 


The efficient and economical management of transportation begins 
with the formulation of standards for convenience, comfort, and safety, 
many of which are incorporated into laws or into the regulations of 
state education departments, state public service commissions, or other 
agencies having jurisdiction over transportation. Since they are a major 
determinant of transportation costs, such requirements should be evalu- 
ated from time to time and standardized insofar as possible." Lack of 
uniform standards increases the cost of equipment and operation. Ad- 
herence to national standards makes possible mass production and the 
economies which go with it.” 


LARGE UNITS 


The efficient and economical management of transportation requires 
state action, large units of administration, and coöperation with other 
units of government, because standards, routing (particularly avoid- 
ance of overlapping and the transporting of more than one load with 
each conveyance), size and type of conveyance, road conditions, bridges, 
traffic, and laws and regulations are such important factors. With large 
units, duplication in mileage can be minimized in routing. Through 
large fleet operation and mass purchases through a state unit, initial 
costs can be kept at a minimum. Operation and maintenance can be 
kept low by maintenance of shops and use of drivers for other work. 

407; : 

= 7 T AE a Ruegsegger, Administering Pupil Transportation 
(1941), ch. I. 

ndards, Minimum Standards for 


42 See National Conference on School Bus Sta: : j 
School Buses (1939); National Safety Council, School Buses—Their Safe Design 


and Operation (1936). K 
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PLANNING ROUTES 


Even in individual districts transportation costs usually can be 
reduced by careful route planning. All children to be transported 
should be located on a map showing all schools and roads and their 
limitations for transportation (bridges, snow, mud, etc. ). The various 
plans of routing equipment owned or under contract should be tried in 
otder to find the most economical routing. Generally long loop routes 
using large conveyances will prove most efficient. Short routes and 
small conveyances increase unit costs. Routes of approximately twenty 
miles not requiring pupils to travel more than an hour one way are 
most desirable. Use of the same bus on more than one route saves 
money. Where large buses cannot be used because of road conditions, 
every effort should be made to have the unit of government responsible 
for the roads make the improvements required. The total mileage and 
number of conveyances should be minimized. Duplication of coverage 
should be avoided. 


OPERATION 


The greatest economies in operation come through well-planned 
routes, but prudential operation requires the adoption and enforce- 
ment of policies and careful selection and training of drivers. Among 
the basic policies are those relating to use of equipment, care of ve- 
hicles, speed, safety measures, and inspection of vehicles. Training 
should be designed to increase driver skill, care of vehicles, efficient 
and economical driving methods, safety precautions, rules and regula- 
tions and their enforcement. Buses should be housed as near the start- 
ing point of the route as is consistent with their protection and the cost 
of housing. Wholesale purchases of fuel, tires, and equipment should 
be made wherever possible. Insurance should conform to state laws as 
to liability, compulsory provisions, and prohibitions. Fleet rates 
should be obtained where possible. 


48 Maurice E. Stapley, Suggested Procedures for Securing Economical and Efficient 
Transportation (Bulletin of the School of Education, Indiana University, XXII, 
No. 4, July, 1947), 8-9. 

4 W, G. Reeder, The Administration of Pupil Transportation (1939), ch. V; 
En S. Office of Education, School Transportation Insurance (Pamphlet No. 101, 
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MAINTENANCE 


Careful operation will reduce the need for maintenance, but needed 
repairs must be discovered and made without delay. This requires daily 
and periodic inspection of vehicles. Drivers should be trained to detect 
trouble and make minor repairs. Where a number of buses are opet- 
ated, the maintenance of a garage with full-time mechanics avoids de- 
lay, reduces costs, and makes it easier to enforce standards. Where 
from ten to twenty buses are in use, it is essential, and it may be an 
economy, to have an extra bus. Buses should be garaged to protect 
them from damage and the weather, particularly the cold.” 


SUMMARY 


Effective educational service requires suitable physical surroundings 
and proper tools and supplies. Those who are responsible for opera- 
tions should participate in the selection of materials to be used. The 
right quantity and quality of materials should be on hand before they 
are to be used. Purchasing should be the responsibility of a competent 
person or agency—preferably in a large unit of government. Exact 
data on quantity and quality are essential to judge price or cost. Quan- 
tity purchasing is possible even in small units through centralized 
purchasing and coépetative arrangements. An inventory is required to 
determine requirements, to prevent losses, and to assure repair and re- 
conditioning. All personnel should be given instruction in the use and 
care of supplies, books, and equipment. 

The spending of money for capital purposes should be preceded by 
careful research and planning. Sites should be secured well in advance 
of possible need before land values rise. Maximum utilization should 
be made of existing plant through remodeling where possible and 
economical, Structures should be flexible and easy to remodel or ex- 
pand. Utility, hygiene, safety, simplicity, and beauty should be stressed. 
New buildings should be planned and old structures changed to reduce 
the costs of heating, cleaning, and other opetating expenditures. The 
maintenance program should preserve property values, avoid costly re- 
pairs, remove hazards, and have the plant ready for use at all times. 


Steps must be taken to assure the proper use of the plant. 
45 M. C. S. Noble, Pupil Transportation in the United States (1940), ch. VII. 
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The school district has to be protected from property losses or lia- 
bility. The best way to accomplish this is to remove or reduce hazards. 
Large units and states can afford to provide self insurance. It also is es- 
sential to secure a rate structure for school insurance commensurate 
with the losses incurred. Blanket policies, fleet rates for transportation, 
and long-term policies help reduce costs. 

Transportation policy and management must be based upon the 
safety, comfort, and convenience of pupils. However, the potentialities 
for economy are great through standardization of equipment, state- 
wide purchasing, large units for operation, careful routing, driver train- 
ing, district-operated garages, and maximum use of low-cost public 
transportation facilities. 
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CHAPTER XX ` 


Accounts, Audits, and Reports 


in Financial Management 


The management of public school finance even in small school 
systems involves delegation and division of responsibility. The sup- 
porting public, their representatives, and management itself must rely 
upon reports to appraise the fidelity and competence of their employees 
or agents. Policy decisions involving finance depend upon accurate 
reports on the financial condition of the school system and on the exe- 
cution of the budgetary plans. Confidence in management requires 
assurance that all monies provided for school support have been used 
for this purpose and that the monies have been prudently managed 
and expended. Both the public and the school board must have as- 
surance that the reports are accurate and truthful. 

The reports required for public information, for policy decisions by 
controlling bodies, and for administrative decisions depend upon ac- 
counting. Accounting involves the complete and accurate recording, 
classifying and summarizing of all financial facts or transactions.’ It 
provides the basic data for determining the financial condition of the 
school system and administering the budget. However, without an 
audit the accounts may not reveal the true financial facts or status. 
Auditing is necessary for the analysis and verification of the financial 
transactions, facts, and records.” Hence, audits, accounts, and reports 
in financial management should be discussed together. Any under- 

1H. A. Finney, Principles of Accounting (1946); G. A. MacFarland and R. O. 
Ayars, Accounting Fundamentals (1947). 


2 R. H. Montgomery, Auditing Theory and Practice (1940). 
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standing of the financial condition of a school district depends upon all 
three. 


ACCOUNTING THEORY 


Accounting involves more than the recording of financial transac- 
tions (bookkeeping); financial records will not yield the data re- 
quired for management without planning, classification, and summati- 
zation. When financial transactions are summarized under headings ot 
classifications they become accounts. Accounting begins with the de- 
signing or constructing of a system of records which will yield the 
types of financial information required. Next, accounting involves 
bookkeeping. Finally, it involves the study, analysis, presentation, and 
interpretation of financial data. The elemental consideration in ac- 
counting is the kind of data required in management—the purpose to 


be fulfilled by the accounting." 
8 MacFarland and Ayars, op. cit., ch. I. 


PURPOSES 


During the past quarter of a century an extensive literature on pub- 
lic school accounting has been developed. Since the Report of the 
Committee on Uniform Records (1912)* and Hutchinson's study of 
public school accounting in 1914,° a great deal of material from busi- 
ness accounting, public finance, surveys of school systems, research 
studies, theoretical discussions, and descriptions of actual practices has 
been added to literature on public school accounting. 

The resulting mass of unorganized or poorly organized, oftentimes 
conflicting, materials is confusing to school executives. Probably one 
of the greatest sources of confusion is the failure to recognize the fact 
that there are many possible objectives in accounting and that varying 
purposes lead to varying principles, procedures, or practices. The 
whole subject of public school accounting has been made unnecessarily 
complicated for the administrator. No doubt, such confusion and mis- 
understanding are partly responsible for the wide gap which still exists 
between actual practices and what has been considered desirable of 
ideal in public school accounting. 


4U. S. Bureau of Education Bulletin 1912, No. 3. 
ë J. H. Hutchinson, School Costs and School Accounting (1914). 
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There are at least five purposes served by accounting in public 
schools: (1) to provide data required for state reports; (2) to safe- 
guard public school funds from loss, theft, waste, or misuse; (3) to 
promote budgetary control; (4) to provide information needed by 
management in recommending policies or changes in policies, prepar- 
ing budgets, making decisions, carrying on operations, determining 
efficiency, and improving operations, or to provide data required to 
solve many complex economic and fiscal problems involved in public 
school financial management; and (5) to provide information needed 
by the public, and school boards in particular, to appraise management. 


STATE REQUIREMENTS 


State requirements have little value except as they contribute to the 
safeguarding and management of expenditures in the various school 
systems affected. The financial data required annually by state educa- 
tion departments or other state agencies generally should be confined 
to facts useful to the local school system. From time to time state 
agencies should reéxamine their required reports to eliminate duplica- 
tion and data which are not compiled, data which are compiled but 
not used, and data which are compiled but not used enough to justify 
the time and effort involved in obtaining them. State requirements 
should aid and stimulate local management, not stifle it by making 
accounting predominantly the routine collection of data for the state. 
On the other hand, accounts should indicate whether or not all legal 
requirements have been complied with, for example, legal authoriza- 
tion of expenditures or legal use of certain funds. Where state forms, 
procedures, or methods are prescribed they should be utilized to the 
utmost extent to fulfill the purposes of accounting in the local system. 
Supplementary forms or modifications of state forms should be used 
where necessary. There is no excuse for allowing state requirements to 


hamper management. 


SAFEGUARDS THROUGH FINANCIAL ACCOUNTING 


The type of accounting usually required by law and found in actual 
Ptactice is useful primarily as a safeguard. Its primary function is that 
of providing a historical record of all income received and all expendi- 
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tures made. It is cash accounting. It shows how much cash was taken 
in during a year, how much was spent, and the balance left on hand. 
It is the simplest type of accounting and provides much data of value 
in other types of accounting. 

Cash-accounting procedure usually involves two independent rec- 
ords of receipts and payments—one kept by the treasurer and the other 
by the accounting officer, bookkeeper, or clerk. The treasurer's record 
consists of a chronological listing of receipts and disbursements on an 
appropriate form or in the appropriate book. The other independent 
record consists of a chronological record or register of receipts similar 
to that of the treasurer and a chronological record or register of ex- 
penditures based upon each voucher. Where discrepancies exist be- 
tween the two records, it is the responsibility of management to rec- 
oncile the two. 

The usefulness or effectiveness of cash accounting is relative to the 
following factors: (1) assurance that there is a record of all income 
accruing to the school system from sales or rentals of property owned, 
sale and investment of securities, insurance adjustments, profits from 
business transactions, interest on balances and bank deposits, tuition, 
refunds, gifts, charges for services rendered, current taxes, delinquent 
or uncollected taxes, state and federal aids, fines, fees, or other revenue 
or nonrevenue sources; and (2) the validity, honesty, and accuracy of 
all original evidences of liabilities, including contracts, purchase of 
ders, payrolls, invoices, canceled checks and warrants, losses, judg- 
ments, legal settlements, or other claims. 


BUDGETARY CONTROL 


Budgetary control means that management at all times must be able 
to determine quickly the unencumbered balance remaining in each ap- 
propriation, or the relationship between anticipated receipts and actual 
receipts. Encumbrance accounts show all commitments made or lia- 
bilities incurred, such as contracts for service or purchase orders, even 
though payment has not yet been made. Cash accounting, which 
metely shows how much has been spent, does not reveal the true bal- 
ance which remains for further expenditures. 

Accounting for purposes of budgetary control requires that the 
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amount appropriated for each undertaking or item in the budget shall 
be entered at the top of a page in an encumbrance record. When a 
contract is signed or a purchase order is issued or any other liability 
accrues, the amount is subtracted from the original appropriation. 
However, the accrued liability may not always equal the actual amount 
which must be paid. For example, a teacher may not be able to fulfill 
a contract and a substitute may be employed at a lesser amount. Hence, 
it is necessary to supplement accrual accounting by cash accounting. 

Cash accounting for purposes of budgetary control requires that 
each payment out of an appropriation item in the budget be subtracted 
from the balance on hand in the appropriation in an expenditure 
ledger. There should be separate columns in the encumbrance record, 
one showing the payments made on encumbrances and the other the 
balance unpaid on encumbrances. The true balance may be provided 
by comparing the balance in the expenditure ledger with the balance 
unpaid on the encumbrance record.’ 


AS AN AID TO MANAGEMENT 


The complexity, difficulty, and cost of accounting are relative to the 
problems for which it must provide data—the use to be made of ac- 
counts. If the problem is simply to determine expenditures by build- 
ings, services, subjects, grade levels, organizational units (for example, 
elementary), or other units, all that is required is an extension of cash 
accounting. Each expenditure must be allocated among the various 
services or units by means of a code and separate accounting records. 
An account will be kept for each unit or service for which expenditure 
data are desired. If the problem is to determine cost in terms of goods 
and services actually consumed, the accounting procedures become 
much more involved. Inventories, allowance for prepayments, insur- 
ance premiums, computed depreciation on furniture, equipment, and 
buildings, computed rent for land use, and obsolescence are important 
in cost accounting. To a considerable extent it is estimation.’ If the 


6 See De Young, Budgeting In Public Schools (1936), ch. VI, and American 
Association of School Administrators, Schools in Small Communities (1939), 


ch. XVI. 
7 See H. C. Morrison, The Management of School Money (1932), chs. V-VI, 


VII, XVIII. 
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problem is to determine the economic or social costs of schools, the ac- 
counting becomes still more involved and even greater reliance must 
be placed upon estimation.” 

One of the major problems of financial management is the deter- 
mination of values, services, or returns received for money spent. Ac- 
counting for this purpose is far from simple, as was shown in Chapter 
III. It is one of the most complicated accounting or research problems 
faced by management. 

Writers on school finance at one time put much emphasis on unit 
costs,’ a concept found extremely valuable in business management. 
With the advance of educational science and the great expansion of 
school services, both in quantity and quality, which have taken place 
in recent years, most of the unit cost theory as applied to educational 
costs is not valid, as was shown in Chapter III. Nevertheless, unit costs 
still are stressed in publications of taxpayers’ organizations and others 
not familiar with the problems involved. 


PRINCIPLES 


Accounting theory has been derived from business experience. The 
financial condition of a business is shown by a balance sheet of assets, 
liabilities, and proprietary interest. In business the real accounts are 
the records of assets and liabilities. Assets represent things owned, real 
items such as cash, accounts receivable, land, buildings, inventories, 
equipment and furniture. Liabilities are debts, including bonds out- 
standing, notes payable, mortgages, accounts payable, or judgments. In 
business, nominal accounts are subsidiary records of receipts ot income 
and expenditures or payments which explain any changes in real ac- 
counts. Where nominal accounting is done on a cash basis, the terms 
receipts and payments are used. Where nominal accounting is done 
on an accrual basis, the terms income and expenditure are used.” 

Public schools, unlike business enterprises, are not primarily cons 
cerned with assets and proprietary interest. Public school liabilities can 
be met by taxation and not by liquidation of assets as in private entet- 


prise. Nor is there any profit or loss in the sense that these terms ale 
8 See Morrison, op. cit., chs. III-IV. 
9 See B. F. Pittenger, An Introduction to Public Sch j V 
; 1925), ch. Í 
10 MacFarland and Ayar, op. cit, chs. II-V. “Os aN 
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used in business. Schools render social services paid for largely by taxes. 
The benefits do not lend themselves to accounting. The yardstick of 
success is quantity and quality of service, not profit. In public schools 
the primany concern is with accounting for revenues and revenue pay- 
ments or expenditures. Revenues are accruals to or additions to cash 
or liquid assets which do not increase indebtedness, reduce assets, Or 
represent a recovery on an expenditure previously made. Revenue pay- 
ments are usually referred to as current expenditures. Nonrevenue re- 
ceipts such as loans, bond issues, sales of property, insurance adjust- 
ments which reduce assets, change the nature of assets (e.g., property 
converted to cash through sale or insurance adjustment), or increase 
indebtedness, of course, enter into public school accounting, The same 
is true of nonrevenue payments such as capital outlays, amortization 
of debt, and interest paid on money borrowed for capital outlays.” 
Accounting in business requires double-entry bookkeeping. It is 
the only way to determine the financial condition of the enterprise, the 
changes in its condition, and the reasons for the changes. It shows 
the effects of all transactions on assets, liabilities, proprietorship, in- 
come, and expense. The basic principle of double entry is that every 


transaction consists of value received and value surrendered. Thus, a 


merchant who sells a pair of shoes receives cash in exchange for shoes. 
The values received are called debits and the values surrendered are 
called credits, Debits and credits represent the two sides of every trans- 
action and both must be recorded. Each increase in assets or decrease in 
liabilities is entered as a debit. Each decrease in assets or increase in 
liabilties is entered as credit. The accounting equation in business is: 
ASSETS (debits) = LIABILITIES (credits) -+ PROPRIETARY INTEREST 
(credits). In the nominal accounts, each increase in expense of de- 
crease in income is a debit. It decreases proprietorship. On the other 
hand, each decrease in expense of increase in income is a credit. It in- 
creases proprietorship.” 

The principle of double entry has been extended to governmental 
accounting and public school accounting. Revenue receipts are entered 
as debits to real accounts (cash) and as credits to nominal accounts. 


11 Lloyd Morey and O. W. Dichl, Municipal Accounting (1942), pp. 25-27. 
12 MacFarland and Ayar, op. ctt- chs. V-VI. 
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Cash is debited with all monies received and credited with all monies 
paid out. The debit balance is the amount of cash on hand. Revenue 
payments are credited to real accounts and entered as debits to nominal 
accounts. Nonrevenue receipts are entered both as debits and credits 
to real accounts. Nonrevenue payments are both credits and debits to 
real accounts. In public school accounting fixed assets (land, buildings, 
furniture, and equipment) and bonded debt for these are cartied as 
separate accounts. The reason for this being that the fixed assets are 
not offset by bonded debt. Bonded debt is offset by amounts set aside 
for retirement of the debt.” 

In public school accounting theory the following other principles 
generally apply: (1) Like all governmental accounting, public school 
accounting should conform to all legal requirements. (2) Each fund 
should be subject to separate accounting. Each fund should have its 
own separate, independent, and complete accounts revealing the bal- 
ance in each fund. Financial transactions of student activities should be 
treated as a separate fund and be subject to accounting like any other 
fund. (3) Accounting records should provide internal checks, one set 
of records serving as a check on other records. All separate records 
should be reconciled periodically. (4) Accounting records should be 
posted without delay and always kept up to date. Records should yield 
the information required without delay. (5) The controlling considera- 
tion in accounting is the need of local management for the information 
provided, Accounting data that are not used mean waste of personnel 
and money. Where all records cannot be kept at a reasonable cost, the 
most vital records should be given preference. (6) The accounting 
system should be as simple and flexible as possible. (7) The same 
classifications of receipts or income and payments or expenditures 
should be followed in budgeting, auditing, accounting, and reporting. 
(8) Insofar as the requirements of local management will permit, 
uniform classifications and definitions used in private and govern- 
mental accounting should be followed. (9) Records should be pro- 
tected from loss, tampering, or damage through filing in a vault of 
fire-resisting safe or file. 


18 C, H. Chatters and I. Tenner, Municipal and Governmental Accounting 
(1940), pp. 19-20; Morey and Diehl, op. cit., pp. 28-29. 
14 Chatters and Tenner, op. cit., ch. II. 
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CLASSIFICATION 


Records of financial transactions must be classified to yield quickly 
the data required in administration. All receipts or income should be 
classified according to source under each fund. This facilitates budg- 
etary control of income and fiscal planning. As indicated above, the 
two major classifications are revenue receipts and nonrevenue receipts. 
Among the sources under which public school revenue receipts or in- 
come are classified should be included school district property taxes, 
penalties on delinquent school property taxes, other specific taxes col- 
lected by the school district, appropriations by other local units of 
government, taxes collected by other local units of government for 
schools, grants-in-aid from other local units of government, shared 
taxes, state aids, federal aids, interest on bank balances or deposits, in- 
come from endowments or investments, tuition from other units or 
individuals, fees of various kinds, fines of specific types, profits from 
sales of various kinds, rentals, and contributions or gifts. The various 
classes of nonrevenue receipts include sales of property, proceeds from 
bond issues or short-term loss, insurance adjustments, refunds on ex- 
penditures (current year or a previous year ), or collection of accounts 
or other income receivable during a prior year.” 

The classification of payments or expenditures depends upon the 
purpose accounting is to fulfill in each fund. As in the case of revenues, 
the two fundamental classes are revenue payments or expenditures and 
nonrevenue payments. The latter generally are classified as capital out- 
lays, amortization of debt for capital improvements, and interest on 
capital borrowing. Interest paid on short-term debt also may be in- 
cluded. Loans made and repaid during the fiscal year are classified 
separately. Revenue payments, on the other hand, may be classified by 
character, function, object, or organizational unit or location. 

Character classifications refer to prior, current, or future fiscal years. 
Thus revenues used to pay indebtedness may really be a payment in 
part for a prior fiscal year. Revenues used for capital outlays are largely 
payments for future fiscal periods. Character classification is presumed 
in the distinction between revenue payments and nonrevenue pay- 


15 National Association of Public School Business Officials, Classification of School 
Expenditures (Bulletin No. 10, 1942), ch. IJI. 
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ments. It enables management to estimate current operating costs." 

Functional or activity classifications are the most commonly used 
headings in public school accounting. They show the relationship of 
subsidiary activities to the main activity, instruction, and aid in the 
budgeting and control of expenditures not directly contributing to the 
main function of the schools. Noninstructional expenditures are gen- 
erally classified as administration (general control), auxiliary services, 
operation of plant, repairs and replacements of plant (maintenance), 
fixed charges, debt service, and capital outlays (plant extension ).” 

Activity classifications must change as the educational enterprise 
changes. When instruction was narrowly conceived, new activities 
tended to be classified as “coördinate activities” or “auxiliary services.” 
Today some authorities are recommending that these activities be 
charged to instruction, especially library service, health service, and 
recreation services." Auxiliary services still include transportation, pro- 
vision of school lunches, and community services.” 

Object classification shows expenditures for (1) debts, (2) salaries 
and wages, (3) materials or supplies, (4) contractual services, (5) 
travel, (6) bonds and insurance, (7) rents, (8) pensions, (9) in- 
terest and similar objects. It makes possible the analysis of the behavior 
of various types of expenditures affected by different economic factors.” 

Organizational classification shows expenditures or costs by divi- 
sions, departments, buildings, units, or services. Classifications of this 
kind enable management to determine expenditures for such items as 
elementary education, building No. 13, guidance service, instruction 
in Latin, or kindergartens. They fix responsibility for spending and 
facilitate budgeting and expenditure control.” 


UNIFORMITY 


National and state statistics require uniformity in definitions, termi- 


nology, and classification. Although the accounting system exists pri- 

16 Chatters and Tenner, op. cit., p. 180. 

17 Classification of School Expendit: , Ch 

es N itures, op. cit., pp. 16-19. 

19 Regents Inquiry, Finance Staff, School Accounting and Financial Reporting 
(1939), p. 18. 

20 Ibid., p. 19. 

21 Chatters and Tenner, op. cit, pp. 180-183. 

22 Ibid, pp. 176-180. 
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marily as an aid to management, the use of generally accepted or 
standard definitions and accounting terminology does not necessarily 
interfere with this function. In so far as possible, the local accounting 
system should use the definitions accepted by governmental accounting 
specialists, the United States Office of Education, and its own state edu- 
cation department.” 

Among the sources of error in school statistics are: (1) failure to 
include school expenses paid by other units of government such as the 
city, county, or state—some states, e.g., pay the employer contributions 
to retirement while in others this is a school district charge; (2) lack 
of agreement of what constitutes current and capital expense (items 
which are consumed over a petiod of years, have a separate identity, 
and are important enough to be included in assets); (3) failure to 
prorate expenditures carefully under various classifications where serv- 
ices involve more than one function; and (4) lack of uniformity in 
what is considered an instructional activity or an auxiliary or coördi- 
nate activity. 

School administrators frequently complain about the lack of uni- 
formity in data used in comparing expenditures or costs among school 
systems. Under modern conditions the wide variations in the quantity 
and quality of school services provided by systems make most unit 
costs worthless, no matter how good the accounting system. Instead 
of comparing the costs of identical goods and services they compare 
the known costs of unknown quantities and qualities of an aggregate 
of goods and services. The only unit costs that have any value are the 
prices paid for specific quantities of a specific quality of goods or 
services, such as coal meeting certain specifications. The unit-cost 
theory even when applied with caution as recommended by the Na- 
tional Association of Public School Business Officials is a dangerous 
oversimplification of the cost-accounting problem. Unless the quantity 
and quality of services are known, no per-pupil expenditures or costs 


mean anything from an accounting standpoint.” 

23 U, S. Office of Education, Financial Accounting for Public Schools (Circular 
204, 1941); and National Committee on Municipal Accounting, A Standard Classi- 
fication of Municipal Revenues and Expenditures (1939). 

24See ch. Ill; National Association of Public School Business Officials, Public 
School Cost Accounting (1933); and P. R. Mort and W. C. Reusser. Public School 


Finance (1941), ch. XI. 
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PUBLIC SCHOOL ACCOUNTING PRACTICE 


The foregoing section indicated the value of accounting in financial 
management, but certain conditions must prevail if accounting is to 
yield its potential values. All legal requirements relating to accounting 
should be reviewed from time to time. The purposes to be fulfilled by 
accounting in the school system must be decided upon. Accounting 
must be seen in its true perspective as an aid to management, not a 
substitute for it. The documents, records, forms, and procedures re- 
quired to attain each purpose must be known. Responsibility for the 
accounts must be delegated to a person who understands their func- 
tion and meaning. Insofar as possible, the actual work should be done 
by persons who understand the significance of what they are doing. 
Only the minimum, most simple, least expensive, most flexible, most 
usable forms, documents, statements, records, or methods, requiring 
the fewest clerical operations necessary to accomplish the purposes, 
should be used. Duplication in accounts should be avoided; accounts 
which yield information accurately and quickly should be used. The 
number of records is less important than the amount of time and 
effort required to keep them. All records should be related to each 
other. Management should be constantly on the alert to discover pos- 
sible improvements in methods, records, or forms. The accounting 
system should be appropriate to the size of the school system and its 
cost should bear a reasonable relationship to the amount of expendi- 
tures or funds involved. 


ACCOUNTING SYSTEMS 


Management should adapt its accounts to its own purposes, needs, 
and resources. However, many of the accounting systems for schools 
prepared by various states and organizations and individual specialists 
will be found most helpful in developing local adaptations. New York 
State developed one of the earliest state systems of school financial ac- 
counting.” Helpful manuals have been issued by New York,® Penn- 


235 H, S. Case, Handbook of Instructions for Recording Receipts and Disburse- 
ments for School Purposes (rev. ed., 1933). 
2 Regents Inquiry, Finance Staff, School Accounting and Financial Reporting 


(1939). 
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sylvania,” California ® Iowa,” Texas,” and other states. The United 
States Office of Education,” the National Education Association,” and 
the National Association of Public School Business Officials,** have all 
prepared materials. Among the specialists who have published works 
on school accounting are Engelhardt and Von Borgersrode,”* Fowlkes,” 
MoehIman,®* and Peel.” Kemmerer developed a system of accounting 
by machine methods.” 


PERSONNEL 


The chief executive of a school system is tesponsible for accounting, 
but he cannot be expected to master or handle the details of account- 
ing. Nor can the job be delegated to.an untrained clerk as it is in many 
school systems. The person handling the accounts, the accounting offi- 
cer, must have specific preparation for his work. His duties include 
(1) planning and constructing the system of records to be kept, (2) 
outlining the methods and procedures to be used in accounting, (3) 
supervising or handling all bookkeeping or record keeping, (4) exer- 
cising accounting control over all financial transactions and keeping 
the records incidental to such control, (5) preauditing expenditures, 
(6) exercising accounting control over all funds and income and keep- 
ing the records essential for this purpose, (7) current auditing and 


27 Lester K. Ade, A Uniform Accounting System for School Districts (Bulletin 
No. 115, Department of Public Instruction, Pennsylvania, 1939). : 
28 California, State Department of Education, Handbook of Instractions for Classi- 


fication of School Expenditures (1939). 
2R. E. Williams, Uniform Financial Accounting for lowa School Systems 
(1934). 

30 Texas State Department o! 
counting (1933). 

31 Bulletins, 1912, No. 3, and 1928, No. 24, and Circular, 1941, No. 204. 

32 Research Division, School Records and Reports (Research Bulletin, Vol. V., 
No. 5, 1927). 

33 References cited previously. 

“F, Engelhardt and F. Von Borgersrode, 
tems (1927). 

35 J, G. Fowlkes, Handbook of Financial Accounting for Schools (1924) and 


Principles and Practices of Financial Accounting for Schools (1934). 
36 A, B. Moehlman, Public School Finance (1927), chs. VIL, XII-XIV, XX- 


XXII. 
37 A. J. Peel, Simplified School Accounting Systems (1925). 


38 W. W. Kemmerer, School Accounting by Machine Methods (1930). 


f Education, Manual of Instruction in Financial Ac- 
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protection of revenues or income, and (8) providing the data and 
reports required by management, school boards, and state laws. 

‘The work of the accounting officer is supplemented and checked by 
a system of records maintained by an independent treasury or treasurer 
of the school district. The treasury maintains an independent and 
chronological record of all cash received and disbursed and the balance 
on hand. The treasury reports immediately to the accounting officer 
all receipts, supplying the accounting officer with copies of all receipts 
issued, and provides periodic reports of balances. Management should 
require monthly independent reports from the treasury and the ac- 
counting officer and should reconcile any discrepancies,” 


DOCUMENTS 


Financial transactions begin with (1) the creation of liabilities— 
contracts for services or orders for materials, authorized by the budget 
resolution or appropriation and (2) the levy and collection of taxes or 
other charges authorized to meet such obligations. Accounting is based 
upon these original evidences of assets or liabilities. Contracts for per- 
sonal services usually are evidenced through a payroll. Others are 
evidenced through the use of purchase orders. Both should be paid by 
warrant or check. Among the documents basic to accounting should 
be included budgets, contracts, requisitions, purchase orders, receiving 
reports, canceled checks, check stubs, material receipts, vouchers, em- 
ployment records, signature cards, vacation and leave records, schedules 
of rates for utility services, time-clock records, daily time records, in- 
dividual work reports, judgments, payrolls, authorizations of payroll 
deductions or assignments, warrant checks, payroll vouchers, payroll 
checks, invoices, job or work orders, receipts for money, certificates of 
state aid payments, tax rolls, and appropriation resolutions. Such docu- 
ments show liabilities, payments, receipt of money, and amounts owed 
the operating unit. Every transaction other than contractual ones 
should be initiated by a purchase order not valid without the approval 
of the accounting officer. All such original evidences should be pre- 
served and filed by the accounting officer. 


8° Morey and Diehl, op. cit., ch. II. 
40 Morey and Diehl, op. cit, ch. VIII. 
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In keeping original records or documents, as in all routine features 
of expenditure management, overelaboration should be avoided. Only 
the data which are most useful in management should be kept. Dupli- 
cation in such records should be avoided. Records should quickly 
yield a maximum of information with the minimum expenditure. 
Flexible, loose-leaf forms, serially prenumbered forms—bills, receipts, 
vouchers, and checks—and standardized or uniform-sized records in- 
volving a minimum of clerical work should be used. 

The documents used in collecting monies due and making payments 
should be designed to facilitate accounting. They should facilitate the 
tracing and recording of financial transactions. They should contain 
complete information regarding the transaction—authorization, date, 
amount, use of purpose, persons held accountable, and classification for 
accounting. Such data generally are recorded on a voucher jacket or 
part of the voucher order check. Such a posting document contains the 
information required by the accounting officer, facilitates reference to 
other documents involved in the transaction to which it is attached, 
and when issued in triplicate provides a memorandum for the vender 
and the treasurer, as well as the accounting office. Reference to indi- 
vidual accounts generally is made by a system of coding." A summary 
of the basic expenditure documents and the basic documents for re- 
ceipts has been prepared by the New York State Education Depart- 


ment.” 


BOOKS OF ORIGINAL ENTRY 


Books of original entry are those in which financial transactions 
are entered from documents for the first time in chronological order. 
In public school accounting the essential records of this kind are a 
register of receipts, a register of vouchers, and a register of disburse- 
ments. The first, kept by the treasury, shows the receipts for each 
fund, and shows the source either by designation or code so that re- 
ceipts may be classified by source. The second is kept by the accounting 
officer and shows the expenditures authorized for each fund by vouch- 


sN. L. Engelhardt and Fred Engelhardt, Public School Business Administration 


(1927), pp. 256 ff. : 
Fad nee State Education Department, Finance Division, School Accounting 


Documents (1936), p. 11 and p. 25. 
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ers approved for payment. It shows the total vouchers issued up to 
date and serves as a check on the next record. The third is kept by the 
treasury and shows all disbursements for each fund made to date. 


GENERAL LEDGER 


The most important book of final entry is the general ledger which 
controls and summarizes all the accounts. It should be kept by the 
accounting officer and the posting should be done by persons having 
no connection with subsidiary records. It provides an independent 
check on all other accounts. It contains sections for each fund. Each 
section provides for recording all transactions in the fund and show- 
ing its status at all times. Entries are posted at least once a month - 
from voucher jackets or voucher order checks referring by number 
to the voucher. Debit and credit balances within the general ledger 
must balance. General ledger accounts must be reconciled with sub- 
sidiary records or accounts. Such balancing should be done at least 
once a month. In large systems a card ledger system using machine 
methods may be most economical.“ 

The general fund accounts needed for controlling income through 
the general ledger include at least the following: 


1. Cash. This accounts for all money or credit, It is debited with all public 
monies received from all sources. It is credited with all payments. The 
debit balance is the cash on hand. 

2. Petty Cash. Debit with the amount set up for petty cash and credit with 
amount turned back to reduce it. 

3. Taxes Receivable. Separate accounts are kept for the current year and 
the prior year. The current account is debited with the school taxes 
assessed, levied, billed, or estimated for the current year. It is credited 
for collections, cancellations, or abatements, The debit balance repre- 
sents taxes uncollected. The prior-year account is debited with the 
amount of uncollected taxes at the beginning of the fiscal year. It is 
credited in the same manner as the current account. 

, 4. Grants-in-Aid or Shared Taxes. Debit with all amounts of computed or 
estimated financial assistance accruing from county, state, or federal 


“ For sample forms see Regents Inquiry, Finance Staff, op. cit., pp. 30-31; Morey 
and Diehl, op. cit, ch. IX; and American Association of School Administrators, 
Schools in Small Communities (1939), chs. XVI-XVII. 


Accounts, Audits, and Reports 549 


sources. Credit with payments received or reductions in the amount 
accruing from any source. If the amounts from any one source are large, 
separate accounts may be set up. 

5. Miscellaneous Accounts Receivable (current year). Debit with amount 
billed or accruing from contracts or other transactions. Credit with col- 
lections, cancellations or rebates. Where the amounts from any one 
source are large, separate accounts may be set up. 

6. Short-Term Loans Payable. This account is credited with amounts bor- 
rowed on short-term credit. It is debited with amounts repaid. The 
credit balance shows the amount unpaid. 


These may be supplemented by such accounts as allowance for un- 
collected taxes, prior-year miscellaneous accounts receivable, allowance 
for miscellaneous accounts uncollectable, estimated miscellaneous reve- 


` nues, actual miscellaneous revenues, and unrealized accrued revenues. 


The minimum general ledger general fund accounts for controlling 
disbursements are these: 
1. Encumbrance Obligations (current year). Credit with the amounts of 
all contracts, purchase orders, or other obligations accruing. Debit with 
amounts paid or canceled. The credit balance shows the commitments 


not yet paid for. 
2. Unexpended Appropriations. Credit this account with the amount ap- 
propriated in the budget and debit it with all expenditures. 


These may be supplemented by such accounts as stores inventory, ac- 
counts payable, reserve for prior-year obligations, reserve for prior-year 
stores obligations, reserve for stores, unallocated appropriations, ap- 
propriation allotments, unappropriated surplus, expenditures charge- 
able against allotments, stores expenditures and credits, encumbrances 
charged against allotments. 


SUBSIDIARY RECORDS 

Subsidiary records posted from the books of original entry provide 
summaries of all transactions by individual funds and accounts. Among 
the subsidiary records kept are (1) revenue and receipts ledger, (2) 
expenditure ledger, (3) encumbrance record, (4) bond and interest 
record, (5) property and equipment record, (6) insurance record, 
(7) payroll record, (8) stock record, and (9) such other records as 
are required by local management, such as accounts for individual 


560 Financing Public Schools in the United States 


prepared on costs of specific operations. The auditor's report should be 
made independently and should verify or point out discrepancies or 
errors in the accounting officer’s report. Reports for state agencies and 
the public should be prepared from the foregoing.” Legal requirements 
as to publication should be adhered to, but this does not mean that the 
published reports should be routine, detailed, and uninteresting. 


INTERIM AND ANNUAL REPORTS TO THE PUBLIC 


Many school systems, if they report at all to the public on financial 
operations, limit such reporting to annual financial statements appear- 
ing in annual reports, budget documents, or a formal report. Under our 
democratic and representative form of school government, school offi- 
cials, if they are to retain public confidence and support, must keep the 
major facts of financial management before the public. Monthly bulle- 
tins or newspaper releases supplemented by occasional feature articles 
and news releases provide the repetition needed for public understand- 
ing. The annual report should not be limited to fiscal data, but should 
relate such facts to the plans, programs, and achievement of the schools 
during the year. However, a detailed financial report should be avail- 
able and open to public inspection at all times, It should be issued 
promptly at the close of the fiscal year. 

The annual report should answer the following questions: (1) 
‘What is the financial condition of the governmental unit—its assets 
and liabilities? (2) What have been the results of the financial opera- 
tions as compared with the budgetary plans? Was there a balance or a 
deficit? (3) Has there been an independent outside audit of the finan- 
cial operations and reports? What did it discover? (4) What are the 
trends in revenues and expenditures?” 


PRESENTATION TO LAY GROUPS 


The presentation of financial data to lay groups requires the use of 
techniques which foster interest, clarity, and emphasis. Graphs, pic- 
tures, charts, attractive format, clear type, open pages, colors, and 
brevity create interest and contribute to clarity. Technical terms should 


be avoided or defined; explanatory headings and comments should 
58 Ibid., pp. 44-45. 
59 Morey and Diehl, op. cit., ch. XV. 
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accompany tables and charts; and the vocabulary should be simple 
without monotony. Tables and graphics should be used only for in- 
formation that requires emphasis and the tables should be concise and 
not crowded. The Opening statements should direct attention to the 
significant facts, the next most significant items being reserved for the 
final paragraphs. Bold-face type, inserts, and other typographical de- 
vices should be used to secure emphasis in the body of the report. The 
general public is not concerned with the details of financial operations. 
Rather, it is concerned with fundamental policies and activities, the 
costs of the entire undertaking and its major elements, how the money 
is raised, and the results achieved.” 


SUMMARY 


Accounts, audits, and reports ate essential for appraising the fidelity 
and competence of management. The quality of reporting depends 
upon the accounting system and the verification of accounts requires an 
audit. However, auditing goes beyond the verification of financial trans- 
actions. 

Accounting will vary according to the purposes it is to fulfill, 
namely, reporting, safeguarding funds and assets, exetcising budgetary 
control, and providing data for policy formulation and management. 
The first two purposes can be satisfied with a simple system of cash and 
property accounting. Budgetary control requires encumbrance account- 
ing—knowledge of the unencumbered balance in each appropriation. 
The kind of accounts required for the fourth purpose will vary with the 
complexity of the problems to be solved. 

Among the fundamental principles to be applied in public school 
accounting are: (1) separate accounts for each fund; (2) use of in- 
ternal checks; (3) application of the double-entry theory; (4) uni- 
form classifications and definitions; (4) simplicity and up-to-dateness, 
(5) protection of records from loss, tampering, or damage; (6) com- 
petent personnel; (7) preservation of all documents; (8) record of 
all authorizations; (9) flexible system of books; and (10) control 
through a general ledger kept by someone other than those responsible 
for subsidiary records. 

6 Mort and Reusser, op. cit, pp. 269 ff. 
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There are four types of audits—preaudits, current aud its, operational 
audits, and postaudits. The preaudit checks all proposed liabilities for 
need, authorization, legality, and availability of funds- It is the respon- 
sibility of the chief executive. The current audit checks the preaudit 
approval, the rendering of the service or receipt of the ss oods, conform- 
ance to specifications and prices, and the accuracy and Completeness of 
all documents or records involved. Operational audits heck perform- 
ance against plans outlined in the budget. The postaradit checks the 
legality, honesty, and accuracy of all records and finara cial transactions. 
Postaudits by state agencies should be so handled that they do not 
hamper local management. 

Like accounts, reports must be adapted to the parposes to be ful- 
filled. At least once a month the treasurer and the accounting officer 
should submit independent reports to be reconciled by the superintend- 
ent. Both should also submit annual reports and the accounts of both 
should be reconciled through an audit. The annual re P> © rt of the school 
system should show the financial condition of the district, the results of 
financial operations compared with budgetary plans, thre results of the 
audit, and significant trends. 
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buildings, departments, transportation routes, or other operations. In 
small school systems the first of these can be omitted since reports can 
be quickly prepared directly from coded items in the book of original 
entry. 

The expenditure ledger contains separate columns, pages, or sections 
for each fund and account classification. The first entry is the appropri- 
ation for the particular heading in the budget. As payments are made 
they are entered, totaled and subtracted from the previous balance. 
The ledger shows the unexpended balance without further computa- 
tion. However, for budgetary control this ledger must be supplemented 
by an encumbrance record showing commitments against the appropri- 
ation. The difference between the expenditure total in the ledger and 
the total in the encumbrance record shows obligations outstanding. 
The difference between the unexpended balance in one ledger and 
obligations outstanding is the free or unencumbered balance in the 
appropriation. In small school systems, especially, it is possible to 
eliminate the encumbrance record by filing all encumbrance docu- 
ments according to budget items.“ 

Property records are essential in every school system to prevent 
losses, to plan purchase and building programs, to plan insurance pro- 
grams, and to settle insurance claims. Where any cost accounting is to 
be done, property accounting is very important because costs include 
imputed rent for land used, obsolescence and depreciation, and ma- 
terials consumed in operations. Stocks on hand must be subtracted 
from expenditures for materials in computing costs. Since various 
classes of property are subject to different economic factors and to 
different hazards, property must be classified for accounting purposes 
—land, building, permanent or fixed equipment or property, movable 
equipment in use, movable equipment in storage, books, and stores.” 
The property ledger or record lists each piece of property, its charac- 
teristics, location, estimated life, date of acquisition, original costs, cost 
of repairs, remodeling, or improvements, or additions to value, deduc- 
tions from value, depreciation, and present value. This record is verified 
by periodic physical inventories of property owned. 


* Regents Inquiry, Finance Staff, op. cit., pp. 31-35. 
“© Engelhardt and Engelhardt, op. cit., pp. 332 ff. 
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INTERNAL ACCOUNTING 


A separate literature has been developed on accounting for student 
activity or nonpublic financial operations in schools. The same theory 
and practice, however, apply to this aspect of accounting. It should be 
treated like the accounting for any other fund. This means that all such 
accounts should be centralized and subject to the same controls applied 
to public funds. The treasurer will be distinct from the school district 
treasury, but the district accounting officet should control the financial 
transactions, supervise their accounting, and provide reports to the 
school board and management. As in the case of district funds, pay- 
ments should be made only by check upon proper authorization.” 


AUDITING 


A primary purpose of auditing in public schools is to verify the 
financial status of the operating unit. An audit also protects the school 
system and its management against setious errors, omissions, discrepan- 
cies, fraud, illegalities, losses, or improper expenditures. It tends to 
prevent carelessness or mismanagement. Although this negative aspect 
of auditing is commonly emphasized in public management, the more 
important aspect of auditing is the continuous improvement of busi- 
ness management. However, it must be recognized that auditors only 
should recommend desirable changes in policies, procedures, or prac- 
tices; auditors should not determine policy ot managerial methods. Nor 
is it a legitimate function of auditors to enforce or interpret laws. 
Audits should aid management in avoiding mistakes and illegal acts. 
Even good management requires audits to assure taxpayers that their 
affairs are being well-handled. s 

Auditing can be divided into four types—preaudits, current audits, 
operational audits, and postaudits.”” Although the literature on finance 
tends to stress the postaudit by persons-outside the school system, all 
three are essential for securing maximum returns for money spent and 
for protecting the school system from errors, omissions, losses, or defal- 
cations. All four apply to both school district finances and to internal 


financial operations. 


46 A. B. Mochlman, Public School Finance (1927), ch. XXII. 
4H. Walker, Public Administration im the United States (1937), pp. 254 ff 
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PREAUDITS 


Management is responsible for making a preaudit of all proposed 
financial liabilities or commitments to see that each expenditure is 
needed or justified, that the expenditure is authorized, that it is legal, 
and that there are unencumbered funds available to make the ex- 
penditure. The decision as to the need or justification of the expendi- 
ture certainly is one to be made by the chief executive or one of his 
staff who is familiar with the total needs of the school system. Deci- 
sions as to how a service or a good conform to specifications or agreed- 
upon standards frequently require professional judgment. Otherwise, 
many of the steps in a preaudit can be performed by a nonprofessional 
officer. In a small school system, part of the preaudit may be per- 
formed by a competent clerk or secretary, and in a large system man- 
agement may be aided by the budget office, the accounting office, or 
the comptroller’s office, usually in the school system itself, but not 
necessarily. Preaudits by outside agencies, except as they relate to the 
legality, authorization, and balances available to make payment, are 
not conducive to good expenditure management. Such preaudits de- 
ptive management of its chief function, finding ways and means to 
achieve the objectives with the minimum outlay of resources. 

To be of most value in management the preaudit should conform to 
the following three principles: 

1. Each item of expenditure should be approved beforehand by the 
chief executive or his deputy, after making certain that the item has 
educational value, that it is needed more than other items, that it is 
legal and conforms to the policies of the system, that it is suited to the 
use to be made of it, that it is economical, and that there are unencum- 
bered funds available to pay for it. 

2. All commitments should be considered in relation to other needs. 
Is this item needed more at this time than some other item? Manage- 
ment should keep a list of needs and not make any outlay unless it is 
near the top of the list, ranked according to urgency or importance. 

3. Commitments should not be made without due consideration to 
(a) future expenditures ( maintenance, repairs, operation, and service ) 


and (b) effects upon other expenditures.“ 
48 Ibid. 
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CURRENT AUDITS 


Closely related to the preaudit is the current or internal audit which 
checks the preaudit approval or authorization of an expenditure, the 
rendering of the service or the receipt of the goods, the conformance 
with specifications, the orders or agreements, the prices charged, and 
the presence of errors or omissions in all documents or records in- 
volved. Although the checking of the goods or services against specifi- 
cations, especially those relating to quality, requires professional skill 
and judgment and must be performed by professional officers, most of 
the steps in the current audit can be handled by the accounting officer 
or his staff. The current audit should include all treasury opetations. 
Collection of monies due the school system, the issuance of receipts, 
deposit of funds, balances, and disbursements should be controlled 
through daily reports and periodic audits.” 

A current audit of receipts by management will detect errors or dis- 
honesty before they become serious. This type of audit, which is espe- 
cially important for miscellaneous school district receipts of internal 
receipts, checks the accuracy of statements of money taken in by com- 
paring the statement with preaumbered receipts, sales slips, tickets, or 
other controls. It checks the anticipated revenue from a given transac- 
tion or source with the amount reported and turned over to the treas- 
ury. It checks the amount actually realized and deposited with the 


records. 


OPERATIONAL AUDITS 

The operational audit or work audit aims to check performance dur- 
ing a given period with plans appearing in the budget or work pro- 
gram. It is a most important function of management, requiring profes- 
sional skill and technique. It is a task which cannot be delegated to a 
business or budget office, except possibly to check expenditure esti- 
mates against actual expenditures or to figure the unit costs requested 
by management. Many educational operations do not readily lend 
themselves to periodic audits. The objectives are too varied; the factors 
involved are too numerous; too much depends upon past experiences; 
the results are cumulative and expanding, and the most valuable results 

49 J, M. Pfifiner, Public Administration (1935), pp. 348 ff. 
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do not easily lend themselves to measurement or appraisal. Hence, 
operational audits by agencies of questionable competence in educa- 
tional matters are of little value in management. Improvement is best 
promoted by occasional surveys of total operations and frequent sur- 
veys of detailed operations by qualified outside agencies such as state 
education departments and university specialists. Where unbiased au- 
dits are desired by controlling boards, outside expert appraisals may be 
undertaken, A research division can contribute much to operational 
audits if staffed with sufficient experts or specialists. 


POSTAUDITS 


The postaudit of all receipts and expenditures by outside auditors to 
check the legality, honesty, and accuracy of all records and transactions 
and to suggest possible improvements in management is the fourth 
type of audit. This audit may be detailed or it may follow a random 
sampling procedure. It may be done by private firms or state officials. 
In the case of public schools, such audits have the greatest value to 
management if they are done by specialists in school administration. 
Usually, these are most apt to be available in audits made by state 
education departments. If possible, an outside audit should be made 
every year, with a detailed audit alternating with a sampling audit if 
necessary. Proper postaudits not only do much to preserve public con- 
fidence but they also contribute to expenditure management.” Unless 
the postaudit is made by competent specialists not connected with the 
control and management of the schools, it has little value. Audits by 
school board members have little value unless supplemented by pro- 
fessional, outside audits.” 

The auditing of public school receipts and expenditures depends very 
largely upon certain original documents or records. Reports, accounts, 
and accounting procedures are not better than these original evidences 
of accrued assets or liabilities. The number and type of original docu- 
ments or records available will be relative to the procedures estab- 
lished for the management of income and expenditures, but certain 
ones should always be preserved, including contracts for personal serv- 


50 See Engelhardt and Engelhardt, op. cit., pp. 840 ff. 
51 H. H. Linn, Safeguarding School Funds (1929), pp. 153 ff. 
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ices; contracts or agreement for the purchase of goods and services; 
invoices; all other evidences of financial liabilities such as judgments; 
copies of bills issued by the school system; and all other evidences of 
monies due the system, including correspondence, certificates, or tax 
rolls. Copies of requisitions, bids, or quotations, time sheets, payrolls, 
receipts issued, warrants or vouchers, canceled checks, and check stubs 
also ate essential. Without such records the auditing and appraisal of 
financial operations are made difficult. 

The steps followed in making a postaudit of financial transactions 
may be summarized briefly as: (1) verifying the opening balances 
through reconciling bank statements, treasuret’s reports, and the books; 
(2) verifying receipt of monies accruing through examination of tax 
rolls, certificates of apportionment of monies from other units of gov- 
ernment, duplicate bills and receipts issued on payment and other 
evidences and comparing with deposits (the postaudit is facilitated by 
prenumbered bills and receipts issued in duplicate with one copy kept 
on file); (3) verifying the posting of receipts in accounts with due al- 
lowance for uncollected monies; (4) verifying disbursements through 
examination of payrolls, invoices, vouchers, and canceled checks, (5) 
verifying the posting of disbursements through examining checks both 
as to signatures and amounts and comparing with entries in accounts; 
and (6) determining the closing balances and comparing with bank 
balances. The degree to which these steps show the true statement of 
the fiscal affairs of the district depends upon the extent to which au- 
ditors discover monies accruing and services and goods actually received 
for monies spent. Too frequently audits are limited to checking the 
accuracy of record keeping.” 

The audit report should begin by explaining the nature and scope of 
the audit. Any discrepancies discovered should be explained if possible. 
If no errors or discrepancies ate found, a statement to that effect should 
be made. Improvements in business practices, methods, procedures, or 
accounts should be recommended where necessary. The report should 


be published.” 

52 New York State Education Department, School Accounting Documents (Bul- 
letin No. 1094, 1936), pp: 33-34. 

53 Ibid., pp. 34-35. 
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STATE AUDITS 


The increase in the proportion of school revenues obtained from 
state sources has increased state concern over the protection of school 
funds. It is legitimate that states take steps to assure the people of the 
whole state that the data used in apportioning state monies to sub- 
ordinate units are accurately and honestly reported. It also is prudent 
for state units to make certain that money appropriated for schools or 
specific educational purposes is spent for these purposes and not lost, 
dissipated, diverted, or wasted. However, attempts by states to safe- 
guard school finance through laws, regulations, and audits can easily 
hamper local management in getting the maximum return from all 
revenues.”* 

States should require periodic postaudits by properly certified school 
auditors in all school districts and should provide in state education 
departments competent auditing services available on call by localities. 
State audits of school accounts should be made by specialists in both 
school management and auditing and preferably should be under the 
state education department.” Where state auditing services are per 
formed by other state agencies, state education departments and educa- 
tional organizations should strive to have school management special- 
ists on the staff. In a state like New York where most auditing of 
school financial affairs is done by the State Comptroller’s office, con- 
flicts easily arise between the education department and the auditing 
agency. Such an arrangement requires joint policy determination and 
auditing reports should clear through the State Education Department 
before being forwarded to local management. The report should be 
approved by both the auditing agency and the state educational au- 
thority. 

The danger in audits made by state agents to protect a state's interest 
in school finance arises from the tendency of such auditors to interpret 
laws and to take advantage of their authority to change local policies. 
Auditors should not decide the purposes for which school funds should 

54 Mort and Reusser, op. cit., pp. 166 ff. 


55 Ralph Yakel, Legal Control of Administration of Public School Expenditures 
(1929), pp. 124 ff. 
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be spent or make their own interpretations of laws; this is the province 
of the courts. 

The very nature of state audits presumes law enforcement. A state 
cannot allow expenditures for purposes expressly prohibited by consti- 
tution or statute. If any law is outmoded or unduly restrictive, it should 
be repealed or modified. A state cannot permit the expenditure of funds 
in an illegal manner, e.g., where a school board member is expressly 
prohibited from having a financial interest in a contract with, or a sale 
to, a school corporation. On the other hand, state auditors should not 
disallow an expenditure simply because the law has not yet made it 
mandatory or permissible. If local management had to wait for per- 
missive legislation for every improvement that has been made in school 
operations, the schools would have ceased to be adaptable. Manage- 
ment must feel free to experiment and exercise initiative in meeting 
new of unusual problems. 

A fundamental principle for both state agents and local manage- 
ment to remember about state audits is that an auditor’s report does not 
have the force of law. Where it is convinced that state auditors have 
overstepped their function, local management should not hesitate to 
refer the matter to the courts for a decision. 

State audits of school districts should be limited insofar as possible 
to determining honesty, accuracy, and use of monies for educational 
purposes. Any addenda as to legality, policy, or administrative detail 
should be offered only as suggestions. Local management should weigh 
the recommendations, but not allow the prestige of the state agents to 
determine policy or practice. Management should be free to fulfill the 


functions of the schools to the best of its ability.” 


FINANCIAL REPORTS 
There are two types of reports used in financial management: in- 
ternal reports for use of those responsible for the control and manage- 
ment of the schools, and public reports for explaining the financial 
status of the school system or relating finances to the educational pro- 


56E, L. Morphet, “Criteria for Distinguishing Between Functions Involving Au- 
diting Services and Those Involving Policy Control,” in American Educational Re- 
search Association, Practical Value of Educational Research (1938), pp. 9-10. 


560 Financing Public Schools in the United States w 


prepared on costs of specific operations. The auditor’s re ppo©rt should be 
made independently and should verify or point out discrepancies or 
errors in the accounting officer’s report. Reports for state agencies and © 
the public should be prepared from the foregoing.” Legal requirements — 
as to publication should be adhered to, but this does not mean that the 
published reports should be routine, detailed, and unin te resting. 


INTERIM AND ANNUAL REPORTS TO THE PUBLIC 


Many school systems, if they report at all to the public on financial — 
operations, limit such reporting to annual financial saternents appear- E 
ing in annual reports, budget documents, or a formal repp©rt. Under our < 
democratic and representative form of school governm € raz, school offi- — 
cials, if they are to retain public confidence and support, xnust keep the 
major facts of financial management before the public. Monthly bulle- 4 
tins or newspaper releases supplemented by occasional feature articles 
and news releases provide the repetition needed for pab lic understand- _ 
ing. The annual report should not be limited to fiscal Gata, but should — 
relate such facts to the plans, programs, and achievemerat of the schools 4 
during the year. However, a detailed financial report should be avail- 
able and open to public inspection at all times. It Should be issued — 
promptly at the close of the fiscal year. N 

The annual report should answer the following <ywuestions: (1) 
What is the financial condition of the governmental xq yj, its assets 
and liabilities? (2) What have been the results of the + nancial opera- 
tions as compared with the budgetary plans? Was there J palance of a J 
deficit? (3) Has there been an independent outside acq] à t of the finan- d 
cial operations and reports? What did it discover? (4 > what are the — 
trends in revenues and expenditures?” ù 


PRESENTATION TO LAY GROUPS 


The presentation of financial data to lay groups Teg uires the use of a 
techniques which foster interest, clarity, and empha s is. Graphs, pial 
tures, charts, attractive format, clear type, open pa cies) colors and i 
brevity create interest and contribute to clarity. Techaicaj en should A 


be avoided or defined; explanatory headi d 
33 Ibid., pp. 44-45. aparator headings and Soy neti should — 


59 Morey and Diehl, op. cit, ch. XV. 
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accompany tables and charts; and the vocabulary should be simple 
without monotony. Tables and graphics should be used only for in- 
formation that requires emphasis and the tables should be concise and 
not crowded. The opening statements should direct attention to the 
significant facts, the next most significant items being reserved for the 
final paragraphs. Bold-face type, inserts, and other typographical de- 
vices should be used to secure emphasis in the body of the report. The 
general public is not concerned with the details of financial operations. 
Rather, it is concerned with fundamental policies and activities, the 
costs of the entire undertaking and its major elements, how the money 
is raised, and the results achieved.” 


SUMMARY 


Accounts, audits, and reports are essential for appraising the fidelity 
and competence of management. The quality of reporting depends 
upon the accounting system and the verification of accounts requires an 
audit. However, auditing goes beyond the verification of financial trans- 
actions. 

Accounting will vary according to the purposes it is to fulfill, 
namely, reporting, safeguarding funds and assets, exercising budgetary 
control, and providing data for policy formulation and management. 
The first two purposes can be satisfied with a simple system of cash and 
property accounting. Budgetary control requires encumbrance account- 
ing—knowledge of the unencumbered balance in each appropriation, 
The kind of accounts required for the fourth purpose will vary with the 
complexity of the problems to be solved. 

Among the fundamental principles to be applied in public school 
accounting are: (1) separate accounts for each fund; (2) use of in- 
ternal checks; (3) application of the double-entry theory; (4) uni- 
form classifications and definitions; (4) simplicity and up-to-dateness; 
(5) protection of records from loss, tampering, or damage; (6) com- 
petent personnel; (7) preservation of all documents; (8) record of 
all authorizations; (9) flexible system of books; and (10) control 
through a general ledger kept by someone other than those responsible 
for subsidiary records. 
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There are four types of audits—preaudits, current audits, operational 
audits, and postaudits. The preaudit checks all proposed Liabilities for 
need, authorization, legality, and availability of funds. Ie is the respon- 
sibility of the chief executive. The current audit checks the preaudit 
approval, the rendering of the service or receipt of the gOds, conform- 
ance to specifications and prices, and the accuracy and COA pleteness of 
all documents or records involved. Operational audits Check perform- 
ance against plans outlined in the budget. The postatxclie checks the 
legality, honesty, and accuracy of all records and financial transactions. 
Postaudits by state agencies should be so handled that they do not 
hamper local management. 

Like accounts, reports must be adapted to the put>Gses to be ful- 
filled. At least once a month the treasurer and the accOvanting officer 
should submit independent reports to be reconciled by the superintend- 
ent. Both should also submit annual reports and the Accounts of both 
should be reconciled through an audit. The annual repre of the school 
system should show the financial condition of the disttict_ the results of 
financial operations compared with budgetary plans, tthe results of the 
audit, and significant trends. 
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gram. Reports or publicity on financial operations, a valuable safeguard 
and contributor to public confidence, must be based upon the account- 
ing system. The effectiveness of all reports and publicity as safeguards, 
therefore, is relative to the caliber of accounting in the school system. 

Reports should be issued at least monthly by both the accounting 
officer and the treasurer for presentation to the board of education. 
These should not be overdetailed and technical. Periodic and annual 
reports should be prepared for the general public. These should be 
limited to fundamentals, should be simple, and above all should be 
interesting and attractive. 


PURPOSES 


Financial reports, like accounts, serve a number of purposes in fiscal 
management: (1) they summarize statistics for state and national 
agencies; (2) they serve the prudential principle by acting as a safe- 
guard; (3) they provide basic data required for budgetary planning 
and control; (4) they supply information required by school boards in 
policy formulation and the appraisal of management; (5) they pre- 
sent information required for public understanding and confidence in 
public school administration. Each of these purposes governs the fre- 
quency, type, and style of the reports. 


DAILY REPORTS 


The only daily internal report generally required is the treasurer's 
daily cash reports showing the receipts, disbursements, and balances in 
each fund for days on which transactions have taken place. The reports 
submitted to the accounting officer for each separate fund should be 
accompanied by duplicates of deposit slips and receipts issued. In large 
school systems the superintendent's office may need a daily encum- 
brance report showing the free balance for each appropriation. 


MONTHLY REPORTS 


Management requires at least two monthly internal reports—one 
from the accounting officer and the other from the treasury. The ac- 
counting officer’s report should summarize and interpret the significant 
facts about the month’s financial transactions accompanied by a bal- 
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ance sheet, a statement of receipts for each fund compared with budget 
estimates for the month and the year to date, a statement of budgetary 
commitments (encumbrances) compared with budgetary appropria- 
tions for the month and year to date. It may also contain a statement of 
fixed assets, a statement of bonded debt, and such other cost data as 
management may request. The balance sheet should show the general 
fund balance in various general ledger accounts. Where there is a 
building fund a separate balance sheet should be presented. The treas- 
urer’s monthly statement of receipts, disbursements, and balances 
should be reconciled monthly with the accounting officer's reports. 
Such reporting and reconciliation is essential for budgetary control and 
the management of expenditures and income.” 


OCCASIONAL REPORTS 


Policy making and administrative decisions frequently require spe- 
cial internal reports from the accounting officer or the treasurer. From 
the accounting officer statements may be required as to plant values, 
property inventories, stores, costs of specific undertakings, trends in re- 
ceipts or expenditures, unit costs of specific goods, estimates of the cost 
of new undertakings, ultimate or terminal costs of contemplated poli- 
cies. Reports may be required on tax collections, trends in revenue col- 
lections, and other data affecting income. Such special reports are par- 
ticularly essential when the budget is being prepared. 


ANNUAL REPORTS 


Annual financial reports fall into the following types: (1) internal 
reports for school boards and management by the accounting officer, 
(2) internal and external reports of the auditor, (3) external reports 
for state agencies, and (4) external reports for the public. The basic 
report is that of the accounting officer summarizing and interpreting 
the financial condition of the operating unit, showing the balance sheet 
for each fund, analyzing opening and closing balances, giving state- 
ments of receipts, appropriations, and detailed expenditures classified 
by fund, activity and object, and containing the treasurer's cash report, 
the property inventory, the bonded-debt statement, and any statements 
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